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“This great 
little machine 
has totally 
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our month-end 
balancing 
problems | 
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Operator using National low-priced Bookkeeping 


says Mr. A. Garvie 
Uxbridge Farmers’ 
Co-Operative 
Uxbridge, Ont. 


“We are happy to say that our new Model 
57 END National Desk Model Bookkeeping 
Machine is becoming increasingly important 


to us each day. 


With this really great little machine we now 
have daily balances on our accounts and re- 
liable proof that our posting is correct. The 
daily balances have totally eliminated our 


former month-end balancing problems and 
our statements now go out promptly on the 


first day of the month. 


The new control cards supply us with valu- 
able information and our Accounts Receivable 
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Also, totals of the day’s charges, Received 
and Accounts, Purchases and Payments are 
Proof 


product of our Posting Operations. 


provided by the Tape as a_ helpful 


Every day we use this new NCR Bookkeep- 
ing Machine we appreciate the time-saving 
made possible by its speed, simplicity and 
accuracy. We heartily recommend it to any 
business with similar accounting problems to 


ours.” 


You, too, can get similar benefits and satis- 
faction with a National System designed to 
meet the particular requirements of YOUR 
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glad to survey your present methods and 


recommend a system exactly suited to your 


needs—at no obligation. 
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So get to know your local Dominion Bank mana 
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ready to “Talk it over!” 
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SWEETNESS 


and 


LIGHT 


By Jay Vee 


“The King’s English” 


N our own school days a perennial 
joke that went around the classroom 
was: 


“You're so dumb you don’t even 


know the king’s English.” 
“Oh yes I do, and so’s the queen.” 


(This was followed by snickers or 
guffaws depending on whether the tea- 


cher was in or out of the room.) 


We have been wondering whether 
that joke would have to be abandoned 
now that our gracious Queen Elizabeth 
has ascended the throne, and so it is 
with some relief that 
publish sections of a letter from Mr 
Brian Padraig McAuliffe who, as you 
can see, has done considerable research 
on the subject. 


we are able to 


Jay Vee: You ask whether the expression, 
“the king's English”, should now be changed 
Strictly speaking, 
to do so would be an error since it is in 


to ‘the queen’s English”. 


fact a quotation from one of the comedies 


of William Shakespeare. 


In those days when the Wives of Windsor 
were prone to be merry there were not a few 
Normans resident in England who found it 
somewhat difficult themselves in 
English. One of these, a physician named 
Dr Caius, appears in Act I, Scene 4, of “The 
Merry Wives of Windsor”. While the doc- 
tor is momentarily out of his house, Mistress 
Quickly, Simple, and Rugby enter stealthily 
into a room, and Mistress Quickly adjures: — 


to express 


What, John Rugby. 
to the casement and see if you can see 
my master, Master Doctor Caius, coming. 
If he do, i'faith and find anybody in the 
house, here will be an old abusing of 
God's patience and the king’s English.” 


I pray thee, go 


There are also other objections to such a 
change. Although the year 1953 saw the 
budding of another Elizabethan era, to change 
-from “the king’s English” to “the queen's 
English” would seem not only presumption 
but almost an act of /ése majesté. 


Would anyone seriously wish that Queen 
Elizabeth II go down in history bearing the 
vacuosities, and 


stigma for the solecisms, 


Hollywoodian flaccidities which now prevail? 


All language is subject to change but in 
the past the literate have exercised a measure 
Today, however, is the Age of 
chlorophyll, prefabricated 
houses, and men of distinction. It is the age 
when systems of learning, though professing 
to teach so much, really offer “So Little for 
the Mind”. Evidences are legion that many 
university students exhibit little, if any, signs 
of exposure to — perish the thought of con- 
tact with — the humanities. Many know 
not the meaning of the word. Greek is un- 
heard of, Latin unknown, and English vul- 
garly utilitarian. 


of control. 
Synthesis of 


Fortunately good English can still be heard. 
One has only to travel to Dublin — to the 
“Dolphin” on College Green. There one 
can listen to the language as it should be 
spoken from speakers whose tongues are well 
lubricated with that essence of the Liffey — 
Guinness! 

So, Jay Vee, in these days of grammatical 
inexactitudes please permit “the king’s Eng- 
lish” to remain “the king’s”. 

BRIAN PADRAIG MCAULIFFE 


Thanks for your eloquent defence of 
the traditional English phrase, Mr. Mc- 
Auliffe. In return we will forthwith 
ask BOAC to reserve a couple of flights 
for those exiled Hibernians who, tired 
of hearing Hollywoodian _ flaccidities, 
yearn for the sounds of the lapping 
Liffey, or should we say the sounds of 
lapping up the Liffey? 
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AT THE OPENING OF THE CHARTERED ACCOUNTANTS BUILDING 


A portion of the crowd gathered in front of the new Chartered Accountants Building to 


witness the opening ceremonies. 


Hon. Leslie M. Frost, Q.C., LL.D., Prime Minister of Ontario, addresses the gathering. 

Others on the platform are Charles Dolphin, M.R.A.L.C., O.A.A., architect of the building; 

Walter J. Macdonald, M.C., F.C.A., president of the C.I.C.A.; Rt. Rev. A. R. Beverley, 

Bishop of Toronto; W. L. L. Macdonald, president of the Ontario Institute; D. A. 
Ampleford, vice-president of the Ontario Institute. 
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CHARTERED 
ACCOUNTANT AVAILABLE 
Energetic C.A., age 32, with wide ex- 
perience is available for comptroller- 
ship or executive position of financial 
responsibility with industrial concern. 
Box 419, The Canadian Chartered Ac- 
countant, 69 Bloor St. E., Toronto 5, 

Ont. 


STUDENTS WANTED 


Chartered accountant’s office in Orillia, 
Ontario, requires junior and interme- 
diate students. Reply to Box 415, The 
Canadian Chartered Accountant, 69 
Bloor St. E., Toronto 5, Ont. 


STUDENTS 


First or second year C.A. students in- 
terested in locating in Ottawa. Apply 
to Box 416, The Canadian Chartered 
Accountant, 69 Bloor St. E., Toronto 
5, Ont. 


INTERMEDIATE STUDENT 
Student with ambition required by 
Perlmutter, Orenstein & Co., Chartered 
Accountants, 149 King St., London, 
Ont. 


CHARTERED 

ACCOUNTANT WANTED 
By chartered accountant’s office in 
Niagara Peninsula. Partnership avail- 
able to aggressive man who should not 
fail to investigate this opportunity. 
Box 417, The Canadian Chartered Ac- 
countant, 69 Bloor St. E., Toronto 5, 
Ont. 


RECENT GRADUATE WANTED 
To join expanding C.A. firm in Van- 
couver with a view to becoming a part- 
ner in the future. If interested reply 
in writing, stating age, experience, and 
salary expected. Position available 
around November, 1954. Box 418, 
The Canadian Chartered Accountant, 
69 Bloor St. E., Toronto 5, Ont. 
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PRACTICE WANTED APPLICATION FORMS 


C.A. wishes to buy practice or individ- 
ual accounts in Southern Ontario; pre- 
ferably in the Toronto-Hamilton area. 
Partnership or agreement for succes- Committee on Personnel Selection 
sion considered. Box 420, The Cana- 
dian Chartered Accountant, 69 Bloor 
St. E., Toronto 5, Ont. Per dozen $ .50 


Per 100 4.00 





prepared by the 


POSITION WANTED The Canadian Institute 


Chartered accountant, 29, with eight of Chartered Accountants 
years broad industrial and professional 
experience wishes to return to public 
practice in Toronto in fall. Box 421, 69 Bloor Street East 

The Canadian Chartered Accountant, Toronto 5 Ontario 
69 Bloor St. E., Toronto 5, Ont. 
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For the Accounting Student's Library 


AUDITING PROCEDURES 


by 
H. C. DELL, B.Comm., M.A., F.C.A. 
and 


J. R. M. WILSON, B.A., F.C.A. 


The Accountant says: “A practical and helpful introduction to a subject which is 
nearly always difficult for the beginner.” 


Attractively bound in green cloth 
with gold lettering 


PRICE $2.00 


TO ORDER YOUR COPY FILL IN THE CONVENIENT FORM BELOW 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East 


Toronto 5, Ontario 


Please send me ............ sprain copies of “Auditing Procedures” (cloth-bound) 
for which I enclose @.................... 
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A Full-Size, Fully Automatic Accounting Machine 
... at a New Low Cost 


Now, at a price lower than ever be- 
fore, you can enjoy the advantages 
of the famed Burroughs Sensimatic. 
The new thrifty ‘50’’ Sensimatic is 
a full-size, fully automatic accounting 
machine priced within the reach of 
any business. 


With the Sensimatic ‘‘50’”’ you save 
substantially on the original price 

. again on the cost of ledger and 
statement forms . . . and again 
through the fast, accurate operation 
of the machine. And it’s so easy to 
operate that even a beginner can 
quickly become expert. 


See this all-new thrifty 50” today. 
Just call your Burroughs branch 
office, or write direct to Burroughs 
Adding Machine of Canada, Limited, 
Windsor, Ontario. 





WHEREVER THERE'S BUSINESS THERE’S + “=D 
Burroughs @° 
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—Make your selection from the largest 
stock of accounting and record keeping 
forms and equipment in Canada. 
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Haphazard... 


‘The other day we heard of a professor who had a peculiar system for 
marking examination papers. The papers he set were always of the 


essay type... that is, each question was to be answered by a short 


essay. On his retirement. he made a confession. 


“The questions | asked were always ones for which there were 
no hard and fast answers. Therefore. it was difficult to decide which 
were right and which were wrong. There were three steps leading 
down from my office and at examination time I would stand at the 
top and drop all the papers. The ones that landed on the top step 
got A’s ... the ones that landed on the second step got B’s . . 
those that landed on the bottom got C’s.” 


It might be considered an understatement to say that the pro- 
fessor’s methods were slightly haphazard. Unfortunately, many 
investors use methods equally as haphazard when buying securities. 
They may neglect to investigate before they invest ... they may buy 
on tips or rumours and let enthusiasm run away with good judgment 
... they may invest without purpose ... or even make an indis- 
criminate selection of securities, sound in themselves, but unsuited 
to their particular requirements. 


If your, investment buying or investment planning has been 
inclined to be a bit haphazard, we think we can help you. We can 
help you appraise the securities you now own . . . we can help 
investigate the securities you may be thinking about : : : we can 
help you plan a future programme. 

Appraising, investigating, planning, are parts of our service which 
are available to you for the asking : : . personally, or by mail. 
Experienced people will welcome you in any of our offices. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO 


MONTREAL WINNIPEG VANCOUVER VICTORIA CALGARY HAMILTON OTTAWA 
LONDON KITCHENER QWEN SOUND ST. CATHARINES QUEBEC 


NEW YORK BOSTON LONDON, ENG. 
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COMMENT AND OPINION 


On to Winnipeg! 
AS every Canadian chartered account- 
ant knows — or ought to know — by 
now, the annual gathering of the Can- 
adian Institute will this year follow a 
different pattern from those of former 
years. Last year the C.I.C.A. held its 
5ist Annual Meeting, this year it will 
hold its 1954 Annual Conference and 
its 52nd annual meeting. The difference 
between the old and the new is summed 
up, we think, in that phrasing. The an- 
nual meeting of the C.L.C.A., a statutory 
obligation under our Charter, occupies 
usually from two to three hours to cover 
the routine business of hearing reports 
and appointing auditors. In recent 
years it was becoming more and more 
apparent that members desired some- 
thing more, that they saw in_ this 
annual gathering of their profession an 
opportunity to learn from their brothers 
and to discuss their common problems. 
At Winnipeg, from August 23 to 
August 26, after nearly a year of in- 
tensive planning by a special committee, 
the first of the new style annual confer- 
ences will unfold. Apart from the for- 
mal addresses, of which there are to be 
no less than five by as many eminent ac- 
countants, there are to be three general 
panel discussions and 12 smaller panel 
discussion groups. 
Every accountant present will certainly 
find a number of topics in which he is 


interested and to which he can make 
a contribution. 

A large attendance is expected at the 
Annual Conference, and it is hoped that 
the members’ reaction will prove that 
the long months of planning by the pro- 
gram committee have been fruitful. 


Non Arms Length 
Transactions Between 
Companies and their Shareholders 
AS was to be expected, the question of 

non arms length dealings between 
shareholders and companies has been 
placed in proper perspective by recent 
decisions of Mr Justice Thorson and Mr 
Justice Fournier of the Exchequer Court 
of Canada, and it is rather curious that 
they achieved this result while affirming 
the Tax Board decisions which had giv- 
en rise to the question. 

In the first of these cases, Miron & 
Fréres v. MNR, a company composed of 
six brothers bought depreciable assets 
from one of the brothers; in the second 
case, Jacob Mayer & Sons Ltd. v. MNR, 
a company composed of a father and his 
three sons bought depreciable property 
from the father, in both cases at a price 
considerably higher than the cost of the 
property to the seller. It was held, first 
in the Income Tax Appeal Board and on 
appeal to the Exchequer Court of Can- 
ada, that in each case the vendor was 
“one of several persons’ by whom the 
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corporation was directly or indirectly 
controlled within the meaning of s. 
139(5)(a) of the Income Tax Act, the 
necessary consequence of which was that 
the company was only entitled to claim 
capital cost allowances based on the cost 
to the shareholder of the assets in ques- 
tion. 

Yet although the two Exchequer Court 
Judges affirmed the decisions of the two 
Income Tax Appeal Board Judges they 
did so on the ground that in each case it 
was either proved or not disproved that 
the vendor of the property was one of 
several persons who controlled the com- 
pany, and not on the ground that every 
minority shareholder of a company is 
one of several persons who controls the 
company. In the case of the six brothers 
there was no evidence before the Court 
that the vendor of the property was not 
one of several persons who controlled 
the company and, ruled Mr. Justice Four- 
nier, in the absence of evidence to rebut 
it an assessment must stand. In the case 
of the father and three sons the evidence 
was that the four of them did work to- 
gether in harmony in managing the com- 
pany and therefore that they controlled 
the company. 

Although it was unnecessary to their 
judgments both Exchequer Court Judges 
took occasion to express their dissent 
from the view that a shareholder of a 
company is in every case one of the per- 
sons who controls it. Mr. Justice Thor- 
son went so far as to say that the word 
“several” in the context of the enact- 
ment meant ‘‘more than two or three but 
not many”. 

The result would appear to be that in 
the case of a closely-held company a 
transaction between a minority share- 
holder and the company will be presum- 
ed to be not at arms length, such pre- 
sumption being rebuttable by evidence, 


and that in the case of other companies 
there will be no such presumption, 
though of course it can be established by 
evidence. 

Since the above was written the 1954 
amendments to the Income Tax Act have 
come down, and this whole contretemps 
over the minority shareholder now seems 
to be a thing of the past. 


Institutes Working 
on Company Law Changes 


A YEAR and a half ago the C.I.C.A. 
Committee on Company Law 
Amendment produced its elaborate re- 
port which was then adopted almost in 
toto by a similar committee of the On- 
tario Institute, and their report in turn 
was adopted by a Select Committee of 
the Ontario Legislature and finally by 
the Legislature itself. The new Ontario 
Corporations Act, embodying the chart- 
ered accountants’ recommendations, be- 
came law on April 30, 1954. 

While no other legislature in the coun- 
try has yet followed Ontario’s example, 
it is not for lack of activity on the part 
of the Institutes of Chartered Account- 
ants in the various Provinces. A year 
ago the Alberta Institute submitted a re- 
port on company law to the Alberta gov- 
ernment, in March this year the Nova 
Scotia Institute submitted a report to 
the government of that Province, and the 
Institutes of Quebec, British Columbia, 
and Saskatchewan have completed re- 
ports which at this writing have yet to 
be submitted to their provincial Govern- 
ments. The Prince Edward Island and 
New Brunswick Institutes have commit- 
tees still at work on the preparation of 
reports, and the Manitoba Institute is 
awaiting an opportunity to consider a 
revision of the Manitoba Companies Act 
which is now being undertaken by the 
Manitoba government. 
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THE CANADIAN 


INSTITUTE OF CHARTERED ACCOUNTANTS 
Notice of Annual Meeting 


Winnipeg, Manitoba, August 26, 1954 


The fifty-second annual meeting of the Canadian Institute of Chartered 

Accountants will be held in Winnipeg, Manitoba, at the Fort Garry Hotel on 

Thursday, August 26, 1954 for the reception of the reports of the president, 

treasurer and Council, the election of auditors, and other business. S 
Further details are set out in the draft program following. 


WALTER J. MACDONALD, CLEM L. KING, 
President Executive Secretary 


Toronto, Ontario, June 15, 1954 


1954 ANNUAL CONFERENCE AND 52nd ANNUAL MEETING 
Draft Program for General Membership 


Registration 
SINUS BD aii. sos cscs estes sesneissinsssescneensss MOO PA 06 10200 pam. 
MONDAY THROUGH THURSDAY 
I I tiisieninnrdiinin ded 8:00 a.m. to 10:00 p.m. daily 


Monday, August 23 


12:15 p.m. — C.I.C.A. luncheon for members 
Speaker: MR. PHILIP CHESTER, A.C.A., 
Managing Director, Hudson’s Ray Company, Winnipeg 
2:30 to 3:30 p.m. — Conducting an Auditing Practice — Today and Tomorrow 
Speaker: MR. GEORGE S. CURRIE, C.A., 
Partner, McDonald, Currie & Co., Montreal 
3:45 to 4:45 p.m. — Financial Management in Industry — The Requirements 
of the Job 
Speaker: MR. WILLIAM F. HOLDING, F.C.A., 
President, General Steel Wares Ltd., Toronto 


5:30 to 7:00 p.m. — Reception 


Tuesday, August 24 


9:30 to 10:45 a.m. — Day to Day Problems of Conducting a Practice — A Panel 
Discussion 
Chairman of Panel Discussion Group — MR. FRANK A. COFFEY, C.A., 
Partner, P. S. Ross & Sons, Montreal 
9:30 to 10:45 a.m. — Practical Financial Management — Blueprint for Profits 
Speaker: MR. FRANK S. CAPON, C.A., 
Secretary and Treasurer, DuPont Company of Canada Ltd., Montreal 
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11:00 a.m. to 12:15 p.m. — Taxation and Accounting Principles — A Panel 
Discussion 
Chairman of Panel Discussion Group — MR. GEORGE G. RICHARDSON, F.C.A., 
Partner, Clarkson, Gordon & Co., Toronto 
11:00 a.m. to 12:15 p.m. — Efficient Administration — How Does Your Business 
Rate ? 
Speaker: MR. GEORGE AITKEN, C.A., 
Assistant General Manager and Comptroller, Great West Life Assurance 
Company, Winnipeg 
12:30 p.m. — Province of Manitoba luncheon for members 


2:30 p.m. — Golf tournament 
Motor tours 


Evening — Informal social evening 


Wednesday, August 25 


9:30 to 10:45 a.m. — A. Preparation of the Annual Report to Shareholders — a 
paper and discussion 

Speaker: Mr. Louis DRISCOLL, C.A., 
Treasurer, United Grain Growers Ltd., Winnipeg 

9:30 to 10:45 a.m. — B. Financial Statements and Auditor’s Reports — a discussion 
Discussion Leader: MR. J. R. M. WILSON, F.C.A., 
Partner, Clarkson, Gordon & Co., Toronto 

9:30 to 10:45 a.m. — C. Staff Recruitment and Training — a discussion 
Discussion Leader: MR. R. N. A. Kipp, C.A,, 
Partner, Cooper Brothers & Co., Montreal 


9:30 to 10:45 am. — D. The Operating Budget — a paper and discussion 
Speaker: MR. JOHN M. THOMPSON, C.A., 
Vice-President and Comptroller, Canadian Westinghouse Co. Ltd., Hamilton 


11:00 a.m. to 12:15 p.m. — E. Control and Valuation of Inventories — a discussion 
Discussion Leader: MR. FREDERIC J. TIBBS, C.A., 
Partner, Millar, Macdonald & Co., Winnipeg 


11:00 a.m. to 12:15 p.m. — F. Governmental Appropriation Accounting — a 
discussion 
Discussion Leader: Mr. GEORGE D. ILIFFE, C.A., 
Comptroller General, Province of Manitoba, Winnipeg 


11:00 a.m. to 12:15 p.m. — G. Financial Controls over Materials — a paper and 
discussion 
Speaker: MR. ROBERT B. TAYLOR, C.A., 
General Accountant, Steel Co. of Canada Ltd., Hamilton 


11:00 a.m. to 12:15 p.m. — H. Internal Reports to Management — a paper 
and discussion 


Speaker: MR. MALCOLM S. SUTHERLAND, C.A., 
Secretary-Treasurer, Burlington Steel Company Ltd., Hamilton 
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11:00 a.m. to 12:15 p.m. — I. Taxation Problems on Purchase or Sale of a 
Business — a discussion 
Discussion Leader: MR. WILLIAM AITKEN, C.A., 
Partner, Glendinning, Jarrett & Campbell, Winnipeg 
12:30 p.m. — Manitoba Institute luncheon for members 
2:15 to 5:00 p.m. — J. Open Forum 
Panel discussion leader: 
Mr. JAMES J. MACDONELL, C.A., 
Price Waterhouse & Co., Toronto 
Panel members: 
Mr. ALEXANDER CAMPBELL, C.A., 
Treasurer, Western Canada Breweries Ltd., Vancouver 
Mr. GEORGE F. R. PLUMMER, C.A., 
Assistant General Manager, The Dunlop Tire & Rubber Goods Co. Ltd., Toronto 
Mr. W. STANLEY ROTHWELL, C.A., 
Treasurer, Abitibi Power and Paper Co. Ltd., Toronto 
Mr. N. E. KENRICK, C.A., 
Comptroller, Dominion Textile Co. Ltd., Montreal 
2:15 to 3:30 p.m. — K. Fees and Staff Remuneration — a discussion 
Discussion Leader: MR. JAMES C. THOMPSON, C.A., 
Partner, Peat, Marwick, Mitchell & Co., Montreal 
2:15 to 3:30 p.m. — L. Evaluation of Internal Control — a discussion 
Discussion Leader: Mr. ANDREW M. LUMSDEN, C.A., 
Partner, Price Waterhouse & Co., Winnipeg 
3:45 to 5:00 p.m. — M. Special Tax Problems of the Oil Industry — a discussion 
Discussion Leader: MR. A. GORDON BURTON, C.A., 
Partner, Peat, Marwick, Mitchell & Co., Calgary 
3:45 to 5:00 p.m. — N. Special Tax Problems of the Sole Proprietor and the 
Family Corporation — a discussion. 
Discussion Leader: MR. JOHN D. MORAN, C.A., 
Partner, Moran, Fenton & Co., Winnipeg 
NOTE: Additional sections of any of discussion groups B, C, E, I, K, L, M and N 
will be arranged if attendance so requires. 


Evening — Free 


Thursday, August 26 


9:30 to 10:30 a.m. — Annual general meeting of members 
10:45 to 11:45 am. — Reports on discussion groups 
Chairmen: 


Mr. FRANK T. DENIS, C.A., Partner, Peat, Marwick, Mitchell & Co., Montreal 
Mr. JAMES J. MACDONELL, C.A., Partner, Price, Waterhouse & Co., Toronto 


11:45 a.m. to 12:30 p.m. — Recommendations for Future Conference Programs 


Chairman: 
Mr. Howarp I. Ross, c.A., Partner, P. S. Ross & Sons, Montreal 


Afternoon — Free 
6:00 to 12:00 p.m. — Reception, dinner and dance for members and ladies 
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LADIES’ PROGRAM 


Registration: 
NE INOUE GER acicdinconsnssanceiserenncieretansninatl 8:00 p.m. to 10:00 p.m. 
MONDAY THROUGH THURSDAY 
I We assets siecesscssic cena oneenail 8:00 a.m. to 10:00 pm. daily 


Monday, August 23 
11:30 am. — Coffee party 
6:00 p.m. — Reception, buffet supper and dance (see general program) 


Tuesday, August 24 
10:00 to 11:00 a.m. — Coffee hour 
12:30 p.m. — City of Winnipeg luncheon for ladies 
2:30 p.m. — Motor tours (see general program) 
Evening — Informal social evening (see general program) 


Wednesday, August 25 
2:30 p.m. — Tour of city and tea at Lower Fort Garry 
Evening — Free 


Thursday, August 26 
10:00 to 11:00 a.m. — Coffee hour 
12:30 p.m. — Luncheon 
6:00 to 12:00 p.m. — Reception, dinner and dance (see general program) 


——— wom 


———————— 








Ontario’s New 
Corporations Act 





By John A. Wilson, F.C.A. 


A review of Ontario’s revised 
company law as it affects financial reporting 





— two years ago the Ontario 
Government appointed a special 
committee to review the Companies Act 
and bring forth a revised Act. This has 
emerged as the Corporations Act, 1953 
which received first reading in March 
1953 and comes into force on April 30, 
1954. 

The sections dealing with the financial 
statements were the subject of represen- 
tations by the Institute of Chartered Ac- 
countants of Ontario and others, and 
many of their recommendations have 
been adopted. 

Generally speaking, the new Act has 
aimed to bring legislation in line with 
currently accepted accounting and bus- 
iness practice. It attempts to indicate 
the extent of minimum disclosure re- 
quired, with considerable discretion as 
to the manner of presentation left to the 
corporation and the accountant. 

Some of the interesting changes are:— 


Minimum Information to Shareholders 

The present Companies Act requires 
preparation of a balance sheet, an ab- 
stract of income expenditure, and the 
auditors’ report as well as any additional 
information specified by supplementary 


letters patent. The new Act also re- 
quires a statement of surplus for the 
period and allows the statements to be 
six months old, which before was per- 
mitted only in respect of companies car- 
trying on their undertakings outside of 
Canada and for which their by-laws had 
so provided. 

The order of listing the required in- 

formation now places the profit and loss 
statement first because some people re- 
gard the profit and loss account as first 
in importance. I am not so sure that 
this will always be the case. The bal- 
ance sheet is growing in favour again 
in the minds of a good many. Also, the 
new Act uses the term “profit and loss 
statement” whereas the old Act referred 
to “an abstract of income and expendi- 
ture”. 
Section 83(2) of the new Act pro- 
vides that it shall not be necessary to 
designate the statements by the names 
set out, i.e. statement of profit and loss, 
statement of surplus, balance sheet, etc. 
Presumably this is to permit the use of 
other titles if desired, such as statement 
of earnings for the year, statement of 
earnings retained in the business, state- 
ment of net worth, etc. 


An address to the Institute of Internal Auditors, Toronto, Nov. 1953 
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Minimum Disclosure 

in the Statement of Profit and Loss 

The old Act contained no direction 
as to minimum disclosure in the profit 
and loss statement, although of course 
the Dominion Companies Act, 1934 did 
provide for certain minimum disclosures. 
The new Ontario Act now covers much 
the same ground with some revision. The 
requirements are set out in s. 84 of the 
Act. 

‘The first requirement is an important 
one:— 

Every statement of profit and loss to 
be laid before an annual meeting shall 
be drawn up so as to present fairly the 
results of the operations of the com- 
pany for the period covered by the 
statement and so as to distinguish sev- 
erally at least. ... 

I would like to emphasize that word 
“fairly”. In my opinion, this places a 
heavy responsibility upon the directors 
of a company who are primarily respon- 
sible for the statements submitted to the 
shareholders. I would also like to em- 
phasize that the requirements concerning 
disclosure of individual items are mini- 
mum requirements. I would imagine 
that if anyone consulted a lawyer on the 
point, he would probably say that if 
complying with the minimum require- 
ments did not present the results of op- 
erations fairly, the directors of a com- 
pany would be held responsible for not 
having made additional disclosures. 


I will briefly run through the items 
listed as minimum requirements: — 

(a) the operating profit or loss before in- 
cluding or providing for other items of 
income or expense that are required 
to be shown separately; 

(b) income from investments in subsidi- 
aries, whose financial statements are 
not consolidated with those of the 
company; 

(c) income from investments in affiliated 
companies other than subsidiaries; 

(d) income from other investments; 


(e) non-recurring profits and losses of sig- 
nificant amount including profits or 
losses on the disposal of capital assets 
and other items of a special nature to 
the extent that they are not shown 
separately in the statement of earned 
surplus; 

(f) provision for depreciation or obsoles- 
cence or depletion; 

(g) amounts written off for goodwill or 

amortization of any other intangible 

assets to the extent that they are not 
shown separately in the statement of 
earned surplus; 

interest on indebtedness initially in- 

curred for a term of more than one 

year, including amortization of debt 
discount or premium and expense; 


(h 


— 


total remuneration of directors as such 
from the company and_ subsidiaries 
whose financial statements are consoli- 
dated with those of the company, in- 
cluding all salaries, bonuses, fees, con- 
tributions to pension funds and other 
emoluments; 


(i 


~~ 


(j) taxes on income imposed by any taxing 
authority, and shall show the net profit 
or loss for the financial period. 

Most of these are self-explanatory and, 

therefore, I will not interpret. I would 

mention paragraph (i) which makes it 
clear that in setting out directors’ re- 
munerations, amounts received from con- 
solidated subsidiaries must be taken into 
consideration. I would also note that 
item 10 of s. 87(2) requires the re- 
muneration of directors of a holding 
company from subsidiaries whose finan- 
cial statements are not consolidated to 
be disclosed as a note. 

The Act states that the net profit or 
loss for the financial period must be 
shown. This means that the company 


must commit itself upon what the profit 
or loss is and not leave the shareholders 
to guess the amount by combining several 
figures from the profit and loss statement 
and the surplus account. 

By subsec. (2) certain of the items, 
namely those relating to provision for 
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depreciation, amounts written off for 
goodwill, amortization of tangibles, and 
remuneration of directors may be shown 
as notes if desired. 


Another important change is the ref- 
erence in (e) — non-recurring profits 
and losses — to significant amount. This 
is further strengthened in s. 88 which 
reads as follows: 

Notwithstanding secs. 84 to 87, it is 
not necessary to state in a financial 
statement any matter that in all the cir- 
cumstances is of relative insignificance. 

This is a very important principle in the 
presentation of financial statements which 
has been recognized by accountants but, 
as far as I know, has not as yet been 
recognized in legal requirements. It 
avoids the cluttering up of statements 
with disclosures of small amounts which 
could only confuse the opinion of the 
reader. However, judgment on this mat- 
ter must be exercised with care. I will 
not go into all the questions that involve 
a decision on significance, but I would 
warn that this is not necessarily based 
upon relative amounts alone. The nature 
of the item and the circumstances must 
always be taken into account. 


Minimum Disclosure 
in the Statement of Surplus 

Section 85 deals with the statement of 
surplus which, while generally required 
by Ontario accounting standards, was not 
previously specifically referred to in the 
Companies Act. First, it is interesting 
to see that the term “surplus” is retain- 
ed. I believe that the former trend of 
calling the surplus account by any other 
name but “surplus” is now being re- 
versed. Possibly this Act will be in 
style when it comes into force! Various 
flaws have been found in such terms as 
“retained net earnings’. As a matter 


of fact, in some cases these terms have 
been quite misleading. I think there is 
still a great deal to be said for the old- 
fashioned word “surplus”. 


Again, the 





Mr. John A. Wilson, F.C.A. 
was admitted to the Ontario In- 
stitute in 1933 and was made a 
Fellow in 1947. In 1951 he was 
elected president of that Institute. 
He is a partner in the firm of 
George A. Touche & Company, 
Chartered Accountants, in Tor- 
onto. 





new Act uses the phrase “present fairly” 
with its implied responsibility. 

For the purposes of this Act, surplus 
has been divided into two sections — 
contributed surplus and earned surplus. 


Contributed Surplus 


Contributed surplus includes amounts 
having to do with donations of assets by 
shareholders, premiums received on is- 
sues of capital stock, and credits result- 
ing from alterations of capital stock. 
This is not much different from what has 
been carried out under various headings, 
such as capital surplus, but it does clar- 
ify the treatment of the surplus realized 
on the redemption of shares which has 
not always been considered a capital sur- 
plus item by accountants. Presumably, 
there would be room within this segre- 
gation for unusual write-offs upon re- 
organization, provided the supplementary 
letters patent so direct. I am thinking 
here of reorganizations where deficits are 
written off and special write-downs of 
assets are sometimes made. 


Earned Surplus 

The requirements again call for the 
showing of the net profit or loss. An- 
other important item here is the require- 
ment to show the amounts transferred 
to or from reserves. Accounting prac- 
tice has more or less required this, but 
this provision makes it explicit. 

In both surplus accounts it is neces- 
sary to show the changes during the year 
between the opening balance and the 
closing balance. Again, this is some- 
thing which normally is done. 
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Minimum Disclosure 
in the Balance Sheet 

There is not too much here that most 
public companies are not already doing 
with the help of their auditors. 

The requirement to show debts ‘ow- 
ing to the company by directors, officers, 
or shareholders is qualified as follows: 
“except debts of reasonable amount aris- 
ing in the ordinary course of the com- 
pany’s business that are not overdue hav- 
ing regard to the company’s ordinary 
terms of credit”. This is important be- 
cause it acknowledges the necessity of 
certain accounts with directors and off- 
cers which are not necessarily for their 
personal benefit. 

A fairly complete disclosure is re- 
quired of balances and investments in 
non-consolidated subsidiary companies. 
Now the Ontario Act recognizes a con- 
solidated baiance sheet. This theoretic- 
ally was not recognized before, although 
it was in the Dominion Act. 

Similarly, important disclosure is re- 
quired in connection with affiliated com- 
panies, and there is a definition of sub- 
sidiaries and affiliated companies in s. 90. 
This section deserves careful study. I 
will just mention that, in general terms, 
a company is a subsidiary if the first 
company beneficially owns the shares 
carrying more than 50% of the votes 
for the election of directors. Also, such 
votes must be sufficient to elect a major- 
ity to the board of directors. This reg- 
ulation implies that other shares may 
carry the right to elect certain directors. 

Affiliated companies are defined as 
including subsidiaries of the same com- 
pany or a company controlled by the 
same person. I repeat that these are 


very general interpretations and the sec- 
tion should be carefully studied. 

Those debts owed to a company that 
are contracted otherwise than in the or- 
dinary course of the company’s business 
must be shown separately. The old On- 


tario Act and even the Dominion Act 
paid very little attention to the details 
of liabilities. Accounting practice has 
expanded this aspect considerably, and 
now we have the reflection of it in the 
requirements of the new Act. For in- 
stance, the new Act specifically refers to 
bank loan and overdraft, debts owing on 
loans from directors, officers or share- 
holders, debts owing to subsidiaries, 
debts owing to affiliated companies. Item 
17 of s. 86(1) requires to be shown: 
“other debts owing by the company, seg- 
regating those that arose otherwise than 
in the ordinary course of the company’s 
business’. 

Also, there is specific reference to 
dividends declared but not paid and to 
deferred income. 


The section relating to capital reflects 
pretty well what is being done now. It 
does clarify the requirement regarding 
information to be shown about shares 
issued during the period from the last 
balance sheet. Subsection (a) of item 
23 reads as follows: ‘The number of 
shares of each class issued since the 
date of the last balance sheet and the 
value attributed thereto, distinguishing 
shares issued for cash, shares issued for 
services and shares issued for other con- 
sideration’”’. 


Another important change appears in 
s. 87 which states: “There shall be stat- 
ed by way of a note to the financial 
statement particulars of any change in 
accounting principle or practice or in 
the method of applying any accounting 
principle or practice made during the 
period covered that affects the compat 
ability of any of the statements with 
any of those for the preceding period, 
and the effect, if material, of any such 
change upon the profit or loss for the 
period”. You will note that the word- 
ing leaves some room for judgment here. 
Section 87(2) lists 13 items which were 
applicable and are to be referred to in 
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the financial statements or by way of 
note thereto. These are as follows: 


1. The basis of conversion of amounts 
from currencies other than the currency 
in which the financial statement is ex- 
pressed. 

2. Foreign currency restrictions that af- 
fect the assets of the company. 


3. Contractual obligations that will re- 
quire abnormal expenditures in rela- 
tion to the company’s normal business 
requirements or financial position or 
that are likely to involve losses not 
provided for in the accounts. 


4. Material contractual obligations in re- 
spect of long term leases, including, 
in the year in which the transaction 
was effected, the principal details of 
and sale and lease transaction. 


5. Contingent liabilities, stating their na- 
ture and, where practicable, the ap- 
proximate amounts involved. 

6. Any liability secured otherwise than 
by operation of law on any asset of 
the company, stating the liability so 
secured, but it is not necessary to 
specify the asset on which the liability 
is secured. 

7. Any default of the company in prin- 
ciple, interest, sinking fund or re- 
demption provisions with respect to 
any issue of its own securities or 
credit agreements. 

8. The gross amount of arrears of divi- 
dends on any class of shares and the 
date to which such dividends were last 
paid. 

9. Where a company has contracted to 
issue shares or has given an option to 
purchase shares, the class and number 
of shares affected, the price and the 
date for issue of the shares or exer- 
cise of the option. 

10. The total remuneration of directors as 
such of a holding company from sub- 
sidiaries whose financial statements 
are not consolidated with those of the 
holding company, including all salaries, 
bonuses, fees, contributions to pension 
funds, and other emoluments. 

11. In the case of a holding company, the 
aggregate of any shares in, and the 





aggregate of any securities of, the 
holding company held by subsidiary 
companies whose financial statements 
are not consolidated with that of the 
holding company. 

12. The amount of any loans by the com- 
pany, or by a subsidiary company, 
otherwise than in the ordinary course 
of business, during the company’s fi- 
nancial period, to the directors or of- 
ficers of the company. 

13. Any restriction by the letters patent, 
supplementary letters patent or by-laws 
of the company or by contract on the 
payment of dividends that is significant 
in the light of the company’s financial 
position. 


Reserves 
This term is introduced by the re- 
quirement that changes in reserve dur- 
ing the financial period must be shown 
in the accounts. The following defini- 
tion of “reserve” is included in s. 91: 


In a financial statement, the term “re- 
serve” shall be used to describe only, 

(a) amounts appropriated from earned sur- 
plus at the discretion of management 
for some purpose other than to meet a 
liability or contingency known or ad- 
mitted or a commitment made as at 
the statement date or a decline in value 
of an asset that has already occurred; 

(b) amounts appropriated from earned 
surplus pursuant to the instrument of 
incorporation or by-laws of the com- 
pany for some purpose other than to 
meet a liability or contingency known 
or admitted or a commitment made as 
at the statement date or a decline in 
value of an asset that has already 
occurred; and 

(c) amounts appropriated from earned sur- 
plus in accordance with the terms of a 
contract and which can be restored to 
the earned surplus when the condi- 
tions of the contract are fulfilled. 


Note that this does not mean balances 
which are sometimes referred to as ‘‘re- 
serve for doubtful accounts’, “reserve 
for depreciation”, etc. It refers to ap- 


propriations from earned surplus. 
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Consolidation 

In broad terms, s. 89 requires an ex- 
planation where one or more subsidiar- 
ies are not consolidated when the com- 
pany is producing consolidated accounts. 
In such cases disclosure is also required 
as to the amount of profit or loss apply- 
ing to the holding company. It amounts 
to disclosing what the effect upon the 
consolidated profit and loss would have 
been if these other subsidiaries had con- 
solidated. In addition, one must dis- 
close the amount of the profits of non- 
consolidated subsidiaries earned since 
acquisition but not received by the hold- 
ing company by way of dividend. 

The responsibility for explaining the 
lack of such information is put directly 
upon the directors who sign the finan- 
cial statement. Incidentally, this sign- 
ing of the financial statement by directors 
is new under the Ontario Companies Act 
although we have been accustomed to it 
under the Dominion Act. 


The company is required to keep at 
its head office copies of the latest finan- 
cial statements of the subsidiaries. These 
are to be open for inspection by share- 
holders, but the directors have the right 
to refuse by passing a resolution that 
such inspection is not in the public in- 
terest or will prejudice the holding com- 
pany. 

From the foregoing it is obvious that 
before issuing accounts upon the coming 
into force of the new Act, a very inten- 
sive study of the Act will be necessary. 
I have only mentioned the sections re- 
ferring to the financial statements. 
There are other very important sections 
in the Act which reflect the responsibil- 
ity of directors and officers, and I would 
suggest that every officer and director of 
a corporation make it his job to read 
through the new Act and get legal and 
accounting advice, if necessary, upon the 
sections that appear to concern him dir- 
ectly. 


A NEW HOME FOR THE INDIAN INSTITUTE TOO 


While the interest of the accounting profession in Canada has been recently focused on the 
opening of the new Chartered Accountants Building at Toronto, our Indian confreres 
have been celebrating a historic event in their Institute’s career. On April 2, 1954 their 
new headquarters building in New Delhi was officially opened by Dr Rajendra Prasad, 
President of India. The ceremonies were followed by the First Conference of the 
Chartered Accountants of India, a four-day meeting at which more than 20 papers were 
read on accounting topics. Mr. S. Vaish, president of the Institute, gave the welcoming 
address. 

Although physical details of the building are not available, it is of the latest 
modern design and does great credit to the Institute of Chartered Accountants of India 
which was only created as a statutory body in 1949. 
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Not in Our Stars 








By Lionel A. Forsyth, 9.C., M.A., D.C.L. 


What must Canadian business 
do to avoid being priced out of the market? 





E Canadians live in a country whose 
potential in everything that justi- 
fies confidence in the future can only be 
appraised in superlatives. Canadians as 
a people derive from two great founda- 
tion stocks, the British and the French. 
Conditioned by the needs and circum- 
stances of the new habitat, they display 
the virtues and qualities of their ances- 
tors. Every day we add to. our popula- 
tion new citizens whose very choice of 
this land as their abiding place is some 
evidence that they, too, are the type of 
people which a growing country needs. 
So much has been said of the future 
of our country and its people that I can 
add little to it. I do sometimes wonder 
whether in our pride in the present and 
our enthusiasm for the future we do not 
unconsciously discount or deprecate our 
past. 

Whether my wistful and nostalgic con- 
cern for that less complicated existence 
based upon a lively respect for reality 
and a reliance upon the simple mathe- 
matics of addition, subtraction, and multi- 
plication affords a clue to the solution of 
today’s more intricate problems, I leave 
for your consideration. | Here I shall 





content myself with applying a “‘home- 


spun” or “grass roots’ philosophy to 
some of the matters which appear to 
me to be of considerable consequence in 
life as we are living it today, matters 
which indicate that what we call the 
Canadian way of life may, for a time at 
least, be a way less smooth to travel than 
we will willingly accept. 


Responsibility for Company’s Success 


I am responsible to a large body of 
shareholders, to a larger body of em- 
ployees, to an even larger body of con- 
sumers, and to a fairly large body — my- 
self — for the conduct of a great enter- 
prise. This enterprise, like many an- 
other, is founded upon the existence of 
immense natural mineral resources, con- 
veniently located in certain areas of our 
country. Its success as a producer and 
processor of raw materials and as a dis- 
tributor of finished products can con- 
tribute largely to the national welfare. 
Similarly, failure on its part in these 
fields might result in the misery and 
distress of local unemployment which 
could, and undoubtedly would, have a 
far-reaching and injurious effect upon 
Canada’s economy. 

If I am to meet the responsibilities I 
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have mentioned, I must, I submit, take 
a very realistic and objective attitude 
upon events of the day or, as they are 
called, the signs of the times. This 
country has been passing through a 
period of inflation and expansion which 
has brought about changes in our com- 
mercial and industrial economy of a 
character which is, to say the least, as- 
tounding. But the changes in Canada 
have not been on the economic or ma- 
terial side alone; welcome as have been 
our industrial progress and our increas- 
ing material wealth, there have been 
equally welcome and uplifting changes 
on the social side. The Canadian of to- 
day, as compared with the Canadian of 
a quarter of a century ago, is better fed, 
better clad, better lodged, and better edu- 
cated. He has the opportunity to lead a 
healthier, more rewarding life, not only 
on the physical but on the non-material 
side as well. 


Social and Economic 
Changes Go Hand in Hand 

No one, I am sure, wishes to see our 
country lose the economic gains achieved 
in the past few years. Still less, I know, 
does anyone wish to see social and hu- 
man gains impaired. While I have no 
credentials saying that I am an expert 
in either economics or sociology, the ex- 
perience of over three score years of a 
fairly observant life has convinced me 
of one fact: in this amazing world so- 
cial and economic advances go hand in 
hand and we cannot have one without 
the other. Logically, if my premise is 
sound, a slow-down in the national econ- 
omy must adversely affect the social sta- 
tus, standard of living, way of life, call 
it what you will, of the individuals who 
compose our nation. 

Now to get to the point, whether we 
have gone too fast or too far, we now 
appear to have reached a place where the 
road seems to have left the level and 
to present either some hills to climb, if 


we are to go forward, or some descents 
which will require the use of brakes to 
avoid calamity. 

I am no harbinger of gloom. I can- 
not believe that a country like Canada 
and a people like our people can have 
other than a destiny the fulfilment of 
which means the utmost in terms of hu- 
man achievement. But I would be un- 
true to myself and to the duty which I 
owe, as a citizen of this country, if I 
closed my eyes to what is going on 
around me and failed to raise my voice in 
protest and to offer my suggestions, for 
what they may be worth, for action which 
now seems overdue. 


Canadian 
Production Costs Are Excessive 


You may abhor the cliché but eco- 
nomic clichés have the quality of funda- 
mental truth. Production is the founda- 
tion of wealth. The great industrial ex- 
pansion in Canada, the great advances 
made in our standard of living, all stem 
from and are paid for by increased Can- 
adian production. = Production’s fruits 
must, to create wealth, be distributed 
among users and consumers. To be so 
distributed they must be produced at a 
cost which permits it. The confusing 
spiral of economic cause and effect ap- 
pears to have brought about a situation 
in which an apparent surplus of produc- 
tion, because of its undue cost, is not an 
asset but a liability. 

Every day, in my own business, I see 
evidence that Canadian industry, includ- 
ing agriculture, is pricing itself out of 
both foreign and domestic markets. What 
are the remedies? It may be that there 
are as many remedies as there are men 
to propose them. It may be that they 
are all effective. This I doubt. I shall 
briefly enumerate some of them and ex- 
press my own opinion about them. 

First, because it is, in my view, least 
likely to achieve a complete and perma- 
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nent cure, I mention tariff action. It is 
hard for a confirmed free trader like my- 
self to concede any virtue to tariff reform. 
On the other hand, it is difficult to fight 
a man armed with any lethal weapon, 
however crude and clumsy, with bare 
fists and unprotected body. We live be- 
side a warrior whose strength and stature 
are in themselves sufficiently menacing, 
who has, in addition, the weapons gnd 
armour of a tariff which, upon occasion, 
he uses with skill born of long practice. 
I regard the tariff as a temporary but 
useful instrument of retaliation to which 
Canadian industry ought to be able to 
resort as an offset to artificial barriers of 
trade and destructive cutting of home 
market prices by protected exporters. 


Secondly, I mention, and I regard it 
as of paramount importance, relief from 
excessive taxation. I am not too opti- 
mistic about immediate relief from this 
handicap. I realize that the needs of the 
country for defence must be met by 
sacrifice; and so long as every citizen has 
recourse to Government, not only for 
what has been described as security from 
the “womb to the tomb” but for relief 
against every local financial exigency, 
just so long will the whole productive 
effort of the nation rest in pledge to ful- 
filment of such demands. 


As a citizen of a country enjoying a 
proud position on the highest pinnacle 
of the tax structure of the world, I 
wait, not in despair, but with little hope 
for tax relief. Whatever happens, this 
is no time for any group of unfortunates 
to be ground between the upper millstone 
of over-enthusiasm for provincial au- 
tonomy and the nether millstone of fed- 
eral obstinacy or pride. 

Perhaps accountants have the most 
complete understanding of the taxation 
burden carried by industry and can best 
calculate how long it can be carried 
without some drastic reduction in the 
load. 


Lionel A. Forsyth, Esq., Q.C., 
M.A., D.C.L., is president of Do- 
minion Steel and Coal Corp. Ltd., 
Dominion Coal Co. Ltd., Nova 
Scotia Steel and Coal Co. Ltd., 
and their respective subsidiary 
companies. He was born in Nova 
Scotia and educated at King’s 
College and at Harvard Univer- 
sity. Called to the Bar in 1926 
and created King’s Counsel in 
1928, he was for many years a 
member of the Montreal legal 
firm of Montgomery, McMichael, 
Common, Howard, Forsyth and 
Ker. 


Because I cannot do otherwise, I leave 
taxation where it is, but before I do, 
may I ask that, in your bedside prayers, 
you include a petition for that long- 
suffering individual, John Q. Public, 
whom the taxers first get over the barrel 
into which they later insert him, to cover 
the nakedness in which they have left 
him. 


Management and 
Labour Have the Solution 


In the final analysis, the problem aris- 
ing from excessive costs can and must be 
solved by two parties who are themselves 
not altogether guiltless of its creation. 
I say two, although modern business 
practice would perhaps make it four. 
I prefer, for convenience sake, to merge 
the interests of the larger groups on each 
side of the table with those who repre- 
sent them there. 

I refer to management of industry and 
leadership of trade unions. 

The conflict of basic ideology between 
these groups has, if they only knew it, 
outlived its undoubted usefulness. The 
purpose that it served — the realignment 
and readjustment of certain essential con- 
cepts — has been accomplished. As it 
turns out, for the present at least, the 
mutual and elementary objective of self- 
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preservation is and must be their common 
goal. As I see it, those who supply the 
tools of industry, those who direct their 
use and those who use them in the field 
of production have this one thing in 
common — the wheels must turn. The 
production line must deliver an end prod- 
uct which must go into consumption, or 
the dreaded and dreadful consequences 
of idleness of plant and people will in- 
evitably occur. The part which each 
party must play is by now knowledge 
which they share or ought to share. 

The relationship between management 
and labour, on its face and from its his- 
tory a complex and confusing one, is, I 
believe, quite simple. Experience as a 
mediator, adviser, and advocate has 
taught me that most of life’s complexities 
arise from ignorance, sometimes wilful, 
of the facts which create a given situa- 
tion. In nine cases out of ten, the party 
on one side knows the facts of his posi- 
tion but is ignorant of, or refuses to 
recognize, the factual aspects of the 
other side. 


Importance of Labour Relations 


For my part I believe that in labour 
relations there has been too much con- 
cealment of the facts and too much lack 
of interest in them. 

Today it is the fact that upon the 
basis of our present costs most, if not 
all, Canadian industry is not competitive 
with that of other countries. It is also 
the fact that, with one exception, wage 
costs, including fringes, are lower in 
the countries with whom we must com- 
pete. It is true also that in know-how, 
both technical and practical, some of the 
lower wage countries excel us. 

Acceptance of these three propositions 
and frank, candid discussion of the prob- 
lems they create will go a long way to- 
ward eliminating the time-wasting, pro- 
vocative and futile exchanges which fre- 
quently characterize labour negotiations. 


Management and labour are the two 
most potent economic forces in this 
country. Upon the outcome of their 
discussions from time to time depend the 
welfare of our people and the prosperity 
of our institutions. What labour will 
do, what its response will be, I do not 
know. I have, I hope, a good idea of 
what I and those who advise me and 
work with me will do. 

I propose to put before any represen- 
tatives of our employees with whom we 
deal such factual information as I can 
obtain that is relevant to our discussions 
and should influence our respective atti- 
tudes. The information given will be 
truthful and complete. Based upon that 
information, I shall propose to them 
what I think both of us should do to ad- 
vance and protect our common objec- 
tive — the security and stability of the 
industry as a means of livelihood to them 
as well as to the owners of the business. 


The formula is simple, the result un- 
certain. The response may, at first, be 
disappointing, but I place a high value 
upon the innate common-sense, high in- 
telligence, sound morality, and essential 
honesty of my fellow men, whether they 
operate in the sphere of management or 
of union leadership. 

Those matters which concern us most 
from day to day are susceptible of ap- 
proach from two directions. Those of 
us who practise a positive philosophy 
cannot believe, as the poet, Prior, puts it: 

That if weak women go astray, 

Their stars are more at fault than they. 

We, on the positive side, believe we 
can shape events and circumstances to 
our purposes, rather than watching them 
take their form, regardless of our will. 

But whether the positive or negative 
attitude is to carry the day, a measure of 
sanity manifested by clear thinking and 
common sense in our analysis of our 
problems and our treatment of them 
must be preserved. 
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Principles of Accounting — Introduct- 
ory, 4th ed., by H. A. Finney and Herb- 
ert E. Miller; published by Prentice- 
Hall, Inc., New York; 1953; pp. 716 
and index; price $7.95 U.S. 

While the fourth edition of the in- 
troductory volume of Principles of Ac- 
counting has been extant for nearly a 
year it may not yet be amiss to review it. 
The book deserves attention because it 
is used extensively throughout U.S. and 
Canadian universities. 


Probably no other text in accounting 
is so prolific in its illustrations; topic by 
topic every possible situation is the sub- 
ject of a separate illustration. Whether 
or not one agrees with the underlying 
philosophy, he must at least admit that 
the fourth edition proceeds with a 
smoothness and assurance which is the 
certain legacy of a long experience with 
earlier editions and of suggestions from 
many teachers who have used them. 


The long history of this text is both 
its strength and its weakness. The au- 
thors have not yet been able to shake 
their text free of the influences of an 
era in which the balance sheet was the 
important financial document. In fact, 
the very first words in Chapter 1 are: 
“One of the major purposes of account- 
ing is to provide the information re- 
quired for the preparation of a statement 
showing the financial position of a busi- 
ness on a stated date.” This emphasis 
pervades the book. The authors attempt, 
not too successfully, to reconcile their 
position with current theory relatively 
late in the book in a chapter entitled 
“Theory and Principles of Accounting” 
(Chapter 26). It is not until this point 


that they define “income” and here, too, 
they concede that “ ... a shift in em- 
phasis from the balance sheet to the in- 
come statement has taken place.” The 
statement is not consistent with the em- 
phasis in the preceding instruction. 

The general approach of the book is 
evidenced further by its terminology and 
definitions. Assets are defined as “things 
of value owned” (italics, the reviewer's). 
This is the layman’s definition of an as- 
set and derives from a preoccupation 
with the balance sheet. It implies that 
assets are recorded in terms of their value 
and runs into immediate difficulty when 
one comes to consider the practice in as- 
signing dollar amounts to inventories and 
fixed assets. If, instead, the measure- 
ment of income were treated as the ma- 
jor objective of accounting, assets would 
be defined from the outset in terms of the 
two main categories of (i) money and 
claims to money and (ii) unexpired 
costs. 


In none of the illustrations of balance 
sheets throughout the text is the word 
“cost” used in the description of either 
inventories or fixed assets. The reader 
is left to imply the basis for determin- 
ing the dollar amounts presented. 

In the opening chapters the term 
“owners’ equity” (which seems quite ac- 
ceptable) is used, but after p. 99 it is 
dropped in favour of ‘net worth”. Use 
of the term “net worth” is of course 
related to the general attitude towards 
assets as being “things of value’, but 
one would hope that in view of the wide- 
spread criticism of this term it, at least, 
might have been avoided. The terms 
“reserve for bad debts” and “reserve 


18 The Canadian Chartered Accountant, July, 1954 


for depreciation” are also used through- 
out in the balance sheet illustrations. 


It is true that the authors make con- 
cessions to up-to-date accounting term- 
inology but only by means of passing ref- 
erences. The fact that they continue to 
use the older terms in the illustrations 
clearly implies a lingering preference 
for them. For example, on p. 276 they 
refer to the recommendation of the sub- 
committee on terminology of the Am- 
erican Institute of Accountants that use 
of the word “‘surplus’’ be discontinued 
and that other terms such as “retained 
income”, “retained earnings’, or ‘‘ac- 
cumulated earnings” be used instead. 
The authors then justify their retention 
of the term “earned surplus’ in these 
words: “At the date of writing insuffi- 
cient time has elapsed to determine the 
extent te which the recommendations of 
the committee may modify traditional 
terminology.” One might well reproach 
the authors for their modesty in sup- 
posing that their text will have no influ- 
ence on accounting terminology. 


Its inconsistencies in the matter of 
terminology and definitions suggest that 
the fourth edition may be merely at a 
transitional stage, and that a fifth edi- 
tion will adopt the best accepted (in- 
stead of the “traditional” practice in 
its illustrations. There are other points 
about the book which deserve mention. 

The popularity of the book with tea- 
chers may be explained in part by its 
extensive problem material (comprising 
200 of the 700-odd pages) and a range 
of topics sufficiently broad that an in- 
structor may choose the particular ones 
he wishes to include in his course. Fur- 
ther, teachers who are concerned with the 
neatness of the assignment work submit- 
ted will appreciate the precise rules which 
are given for the preparation of journal 
entries, the use of dollar signs, the punc- 
tuation of dollar amounts, and the cor- 
rection of errors. 


The reduced emphasis on notes and 
bills of exchange in the fourth edition is 
surely a step in the right direction. The 
importance which bills receivable and 
payable have assumed in elementary in- 
struction in the past is out of all propor- 
tion to their importance in accounting 
practice. In the reviewer's opinion the 
emphasis could have been reduced still 
more — is it really necessary to have 
separate ledger accounts for “‘accounts 
receivable” and ‘notes receivable’, or 
will not the one account do for both, 
supported by a memorandum register? 
Accounting practice on this point is usu- 
ally much simpler and less formal than 
accounting instruction. 

A feature of the text is its early de- 
scription of the “accounting cycle’ — 
the techniques of journalizing, posting, 
taking a trial balance, preparing working 
papers and financial statements, and ad- 
justing and closing the books. All these 
matters are covered in the first four 
chapters. 

The problem of how to explain the 
accounting treatment of merchandise 
purchases has always exercised teachers 
of elementary accounting. Messrs Fin- 
ney and Miller have recognized the prob- 
lem and have attempted to solve it, first, 
by using illustrations of non-trading 
businesses in their early chapters and, 
second, by explaining the recording of 
merchandising cost by the perpetual in- 
ventory method. Only then is the stu- 
dent introduced to the year-end adjust- 
ment required for a trading concern 
which does not maintain perpetual in- 
ventory records. 


In general the book is characterized 
by a respect for traditional practice and 
an emphasis upon instruction by illus- 
tration which tend to minimize the dis- 
cussion of accounting theory — or at 
least to concentrate it in a single chapter. 
The one point on which the authors take 
a stand in favour of theory is the treat- 
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ment of cash discounts: “Although cash 
discounts on purchases are often shown 
in profit and loss statements as income, 
this procedure is coming to be recognized 
as a violation of the cost principle... a 
profit cannot be made on a purchase.” 
(p. 401). The illustrations in the text 
are in accord with this reasoning. 

J. E. SMYTH, C.A. 

Queen’s University 


Burroughs’ Income Tax Service (Can- 
ada), by Carl H. Morawetz, LL.B., 
LL.M., D.Jur., and Lawrence F. Heyd- 
ing, C.A.; published by Burroughs & 
Co. (Eastern) Ltd., Toronto; price $50, 
and $10 half-yearly for service 

This new work published by Bur- 
roughs & Company (Eastern) Limited 
makes the third major Canadian in- 
come tax service. It differs, however, 
from the other two services in approach 
and arrangement which to this reader 
has both advantages and disadvantages. 


The service consists of two loose 
leaf volumes. The first volume con- 
taining some 1,100 pages consists of 
the service proper. The second volume 
consists of a cumulative supplement, 
the Income Tax Act, the Regulations, 
illustrations of forms, the Income Tax 
Conventions, Dominion-Provincial Tax 
Rental Agreement, and an index. 

The subject matter of the main work 
in volume 1 is arranged alphabetically 
in the manner of an encyclopaedia, thus 
obviating the need of an index. If the 
reader should look for the subject mat- 
ter in the wrong location he is as- 
sisted by a cross reference. For 
example, “Business losses” directs the 
reader to “Losses”. This approach is 
thus ideal for the lawyer or accountant 
who is familiar with the provisions of 
the Income Tax Act but needs help on 
a specific point. However, it may not 


be as suitable for the businessman or 


student who is interested in the study 
of income tax law as a whole. 

The cumulative supplement is ar- 
ranged in the same order and manner 
as the main work. The publishers in- 
tend to issue cumulative supplements 
at regular intervals in order to incorp- 
orate new material. Apparently it is 
not intended to reprint the sheets in 
the main work except at long intervals 
so that the need to imsert odd pages 
throughout the service will be kept to 
the minimum. 

The editorial work, while legalistic, 
is well done and most subjects are con- 
sidered quite fully, but there is almost 
a total absence of illustrations of the 
working of the provisions of the Act 
by way of practical examples and com- 
pleted forms. There are one or two 
minor rough spots. For example, one 
cannot agree that a commission receiv- 
ed by an imsurance agent is income 
from business merely because it is a 
commission (see page I-21). Under 
certain circumstances it may be income 
from office or employment with the at- 
tendant limitation on deductions as 
provided in s. 5 of the Income Tax Act. 

The service would be improved by 
the inclusion of a table of the cases 
cited in the service. 

So far as the physical properties of 
the service are concerned, the paper is 
of good quality and the typography is 
excellent, but the binders do not permit 
the pages to lie flat and, when full, 
they are apt to close on the reader. 
Because of the inclusion of the cumu- 
lative supplement, the Act, and the 
Regulations in a second volume, it is 
necessary to consult both volumes for 
each reference to a subject matter. 

This service will be a useful addition 
to the library of the practitioner who 
wishes to check with all the authorities. 

LANCELOT J. SMITH, F.C.A. 
Toronto, Ontario 
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By Gertrude Mulcahy, 8.A., C.A. 
The C.I.C.A. Research Department 


FIXED ASSETS 


HE fixed assets of a concern are 
those which are held for the purpose 
of earning income through their use 
rather than from their resale. In gen- 
eral, they include land, buildings, equip- 
ment, machinery, and similar assets. 
Since these often constitute a substan- 
tial portion of a company’s assets, ade- 
quate designation and description of 
them is required for a fair presentation 
of the state of a company’s affairs. 
Recognizing this necessity, the Committee 
on Accounting and Auditing Research of 
the Canadian Institute of Chartered Ac- 
countants included, in Bulletin No. 1, 
specific recommendations for the mini- 
mum standards of disclosure which 
should prevail in the presentation of 
fixed assets and the depreciation accumu- 
lated thereon as shown in the financial 
statements. 


Basis of Valuation 
and the Disclosure Thereof 

Bulletin No. 1 states: “The basis of 
valuation of fixed assets should be dis- 
closed.”” Of the financial statements ana- 
lyzed for 1952, 1951, 1950, and 1949, 
approximately 91%, 91.6%, 89.5%, and 
91%, respectively, included in the bal- 
ance sheets or in notes appended thereto 
descriptions of the basis or bases of 
valuation of the fixed assets included in 
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the statements. Examples 1 to 10 have 
been taken from published 1952 financial 
statements and only the first two do not 
give information as to the basis of val- 
uation of the fixed assets. 


As a result of increasing costs, consid- 
erable attention has been given in re- 
cent years to the ‘‘value” at which fixed 
assets and the related depreciation should 
be incorporated in the accounts. From 
figure 1, which summarizes the various 
bases of fixed asset valuation disclosed in 
the financial statements analyzed, it is 
apparent that “‘cost’’ continues to be 
the generally accepted basis of valuing 
fixed assets in this country. In addition, 
the majority of the descriptions, classified 
as “miscellaneous” in figure 1, indicated 
that “subsequent additions” were valued 
at either “‘cost’”, or “cost less disposals’, 
or “net cost”. 


Of the financial statements which in- 
dicated that an appraisal/or revaluation 
had been taken into account in valuing 
the fixed assets, only 14 set out as a sep- 
arate figure “Surplus arising from the 
revaluation/or appraisal of fixed assets’, 
as shown in examples 6 and 7. How- 
ever, in some cases, such adjustments of 
fixed asset values were included in the 
item “Capital Surplus”. In other in- 
stances, as in example 5, the manage- 
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Figure 1 
Bases of Valuation of Fixed Assets Disclosed on Balance Sheets 


1949 
53% 
30% 


1951 
50% 
34% 


1950 
50% 
30% 


Cost 


Appraisal and/or depreciated replacement plus 


additions at cost 


3% 
14% 


3% 
17% 


4% 
12% 


100% 100% 


100% 


ment, while indicating the disposition of 
such an appraisal adjustment, did not re- 
veal the amount thereof. 

Miscellaneous bases of valuation in- 
cluded such descriptions as: “valued by 
management/or board of directors as at 

19 . . plus subsequent additions 
at cost’’; “cost less depreciation’; “‘muni- 
cipal valuation as at....19..— plus 
subsequent additions at cost’’; “in aggre- 
gate at cost or lower’; “appraisal value 

. — plus additions at 
cost less adjustments and write-offs’; 
“values placed thereon as at 
plus additions at cost’’, etc. 

Some of the descriptions set out in fi- 
nancial statements do not constitute a 
disclosure of a basis of fixed asset valua- 
tion but are merely an indication of 
what the basis might be. For instance, 
the descriptions set out in examples 3, 
4, and 5 immediately raise questions as 
to: the actual basis upon which the “De- 


Cost less write-offs 
Miscellaneous 


preciated Value” (ex. 3) is determined; 
the meaning of the term ‘Depreciation 
applied” as opposed to ‘Reserve for De- 
preciation” (ex. 4); and the purpose of 
the inclusion of the word “substantially” 
(ex, 5). 


Segregation of Depreciable 
and Non-Depreciable Assets 


The committee on Accounting and 
Auditing Research has recommended that 
“if practicable, the important classifica- 
tion of these assets as between depre- 
ciable and non-depreciable properties 
should be shown separately and, if ac- 
quired together in one transaction, the 
purchase consideration should be allo- 
cated between them’’. (Bulletin No. 1) 

As shown in figure 2, the majority of 
the financial statements analyzed did not 
adhere to these recommendations, but 
preferred disclosure as illustrated in 
examples 1, 4, 7, 8, and 9. The balance 
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Separation of Depreciable and 
Non-Depreciable Fixed Assets on Balance Sheet 


1950 
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136 


1949 
72 
130 


Shown separately 
Grouped 


No non-depreciable assets 
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sheet presentation of examples 2, 3, 5, 6, 
and 10 clearly separates the depreciable 
and non-depreciable fixed assets. How- 
ever in example 10, taking into considera- 
tion the total of the depreciable fixed as- 
sets of some $1,771,000, the detailed list- 
ing of the dollar value of the component 
parts does not add to the clarity of the 
picture presented. The significance, if 
any, of the disclosure of items such as 
“Office furniture and fixtures” and 
“Automobiles and trucks’’ cannot be de- 
termined without reference to prior 
years’ statements. 

The balance sheet set up of examples 
3, 8, and 9 can be criticized for failure 
to group the fixed assets under a descrip- 
tive heading and to extend the total 
figure of these similar items. 


Accumulated 
Allowance for Depreciation 
Terminology and Presentation 


The accounting problems relating to 
fixed assets and to depreciation are in- 
separable. Depreciation accounting is 
designed to record in dollars that propor- 
tion of the total serviceability of the as- 
sets which, according to the best esti- 
mates available, has been used in the 
income-earning process. 

Recommendations on the statement 
presentation and terminology to be used 


in respect of depreciation accumulated by 
a company have been made in Bulletin 
Nos. 1 and 9. The Committee on Ac- 
counting and Auditing Research is of the 
opinion that the currently popular term 
(see figure 3) “Reserve for Deprecia- 
tion” should be replaced by “Accumu- 
lated Depreciation” or “Accumulated Al- 
lowance for Depreciation” and that the 
dollar values thereof ‘should be shown 
separately and preferably deducted from 
the assets to which they apply”. Figures 
3 and 4 show the extent to which Cana- 
dian accountants have accepted and ap- 
plied these recommendations. 

Bulletin No. 9 was released after many 
of the 1952 financial statements had been 
prepared. It is believed that the full im- 
pact of its recommendations will not be 
apparent until the 1953 and subsequent 
financial statements have been analyzed. 
However, it is evident from figure 3 that 
in the preparation of the 1952 financial 
statements the recommended terminology 
was adopted in a substantial number of 
cases in place of the term ‘Reserve for 
depreciation” used in prior years. 

To set out such allowances separately 
as a deduction or deductions from the 
fixed assets in the balance sheet continues 
to be the generally accepted practice in 
this country. However, it is interesting 
to note that the majority of the statements 








Figure 3 


Terminology re Accumulated Allowance for Depreciation 











1952 1951 1950 1949 
69% 87% 89% 95% 
5% 3% 4% 2.5% 
5% 5% 5% 2.5% 
3% 
15% 3% 
2% 1% 2% 
| 1% 1% 
100% 100% 100% 100% 














Reserve for depreciation 

Provision for depreciation 

Depreciation 

Accumulated allowance for provision for 
depreciation 

Accumulated depreciation 

Allowance for depreciation 

Miscellaneous 
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Figure 4 


Balance Sheet Disclosure of 
Accumulated Allowance for Depreciation 


1952 1950 1949 
83% 80% 85% 


Accumulated depreciation set out as a deduction 


from fixed assets 


11% 16% 14% 


Accumulated depreciation set out on the liability 


side of the balance sheet 

2% Accumulated depreciation set out in description 
of fixed assets 

4% Existence of accumulated depreciation indicated 
but no disclosure of exact amount thereof 


100% 








employing this type of presentation did 
not segregate the accumulated deprecia- 
tion as between the related assets, as per 
example 2, but disclosed the total of 
the accumulated depreciation, as per 
examples 4, 7, and 10. 


The management of the companies 
from whose financial reports examples 
1 and 3 were taken indicated that depre- 
ciation had been accumulated in respect 
of the fixed assets, but did not disclose 
the amount of such accumulations. 


The failure to adopt a consistent bal- 
ance sheet presentation for fixed assets 
and related accumulated depreciation, as 
in examples 5, 6, and 8, tends to con- 
fuse. What was apparently considered 
a preferable treatment for one type of 
fixed assets was not considered accept- 
able for other fixed assets. Example 8 
presents the reader with the additional 
problem of attempting to determine the 
components of “Amounts written off 
Property and Equipment, etc. $54,793” 
deducted in the details of the changes in 
the “Reserve for Depreciation’ set out 
in the balance sheet. Since the plant and 
equipment are shown net after depre- 
ciation, the above-mentioned figure must 
include the current provision for de- 
preciation, if any, on these assets. By 


the same token, this figure could not in- 
clude any adjustment resulting from the 
disposal of plant and equipment. As 
this write-off is greater than the current 
provision for depreciation set out in the 
statement of profit and loss for the year, 
it must include adjustments resulting 
from the disposal of ‘Real Estate’, as 
indicated by the item in the statement of 
profit and loss. If the intention of pre- 
senting such details in the balance sheet 
was to clarify the make-up of the figure 
“Reserve for Depreciation”, more comp- 
rehensive explanations should have been 
included. 

Although, in example 9, there was no 
indication in the balance sheet of depre- 
ciation having been accumulated, the 
statement of profit and loss contained a 
note to the effect that $111,516 had been 
charged against operations in respect of 
depreciation. The ‘‘Reserve for Replace- 
ment of Buildings, Machinery, etc.”, de- 
scribed in prior statements as “Reserve 
for Buildings, Machinery, etc.”, exceeds 
the total cost of the fixed assets by ap- 
proximately $90,000. It is therefore ap- 
parent that such a reserve has been ac- 
cumulated over the years by something 
more than annual charges to operations 
for depreciation based on the cost of the 
fixed assets. 
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Additional Information 

Disclosed in Financial Reports 

In assessing the financial reports of 
Canadian companies, in the Financial 
Post Annual Report Awards Contest, the 
judges stressed the importance of the dis- 
closure of capital expenditures together 
with the disposition and purpose there- 
of. Of the 280 statements analyzed 
for the 1952 fiscal year, 128 included in 
the directors’ report the dollar value of 
the additions to fixed assets during the 
year. However, the majority of these 
reports did not enlarge upon the under- 
lying purposes of such expenditures. 


Nineteen of the statements set out in 
notes appended to the balance sheets the 
dollar value of capital commitments or 
of construction to be completed. 


Thirty of the 1952 financial statements 
disclosed special reserves relating to the 
fixed assets. For the most part such 


reserves represented appropriations of 
accumulated surplus to provide for the 
future replacement of fixed assets, as in 
example 7, and for extraordinary re- 
pairs and renewals. However, such de- 
scriptions as ‘‘Reserve for adjustment of 
land values’, “General property reserve” 
and “Reserve for buildings, plant and 
equipment” do not indicate the purpose 
for which such appropriations have been 
made. 

An examination of the statements of 
profit and loss for the current and prior 
years indicates that the “Special Reserve 
for Depreciation’’, set out on the liability 
side in example 10, represents the ac- 
cumulated excess of depreciation which 
is allowable for tax purposes under the 
regulations to the Income Tax Act over 
depreciation calculated at normal rates. 
The current statement of profit and loss 
sets out two separate figures for depre- 
ciation. 


EXCERPTS FROM PUBLISHED FINANCIAL STATEMENTS (1952) — FIXED ASSETS 
Example 1 
Assets 


Fixed assets less reserve for depreciation and depletion ......... 


$1,504,557 


Example 2 
Assets 


Fixed 
Land 
Buildings 
Less: 


Machinery and equipment 
Less: Reserve 


Furniture and fixtures 
Less: Reserve 


$ 605,190 

$4,278,518 

1,488,678 2,789,840 

6,744,134 

4,049,536 2,694,598 
169,415 


112,391 57,024 $6,146,652 


Assets 
Buildings and equipment — depreciated value: 


Buildings 
Automobiles and other equipment 


Land — at cost 


28,404 $ 95,691 


32,989 
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Example 4 
Assets 


PROPERTY ACCOUNT 
Land, water power, buildings, machinery and equipment at 


COst, less depreciation: applied ...:......0csseiscicsccessecscssssscsncesse $7,165,350 
ESS EROETE GOK GEDTCCIBIO os cscs ccs Sos csiciinssiesicaesenesns 3,468,232 $3,697,118 
Example 5 
Assets 
LAND, BUILDINGS AND EQUIPMENT: 
Buildings — at values as appraised by ...... Company 
Limited as of ...... 19 .., plus subsequent additions at 
ae M550 ta eons cat acai ousss ince. oscas tio Sumas eats $2,919,307 
Lest: Allowance fOr Gepreciation .:.<....:5..5<iis0.<s06. css cscaseccsiess 861,352 
2,057,955 
Land — substantially at cost less amounts written off (see 
Sei hee Sct pr nih aa as acct Seon easaan en aeiaes 449,089 
Furniture, fixtures and equipment — at cost less depreciation 242,749 $2,749,793 
Note: The surplus arising from appraisal of the buildings as of 
aguas 19 .., was applied to write down the value of 
the land. 
Example 6 
Assets 
FIXED ASSETS 
Buildings, machinery and equipment — at depreciated value 
BSE oscyc sxe 19). c:5. OS Cetehed 06: BY ....606.5.< Co. 
Ltd. ($1,351,743), plus subsequent additions at cost ...... $1,401,588 
Less: Accumulated amount set aside on our books each year as 
reserve for depreciation of above fixed assets ................ 828,185 
573,403 
DWiid) GPE —— HRN BE CGE asa no olsis ccc sikesccki ws etsccstsdssesrsasess 73,262 
Automotive equipment — valued at cost (less reserve set up 
HE PMENRMNLCND .5caiySevis ca Woe vactcsausbeceeks Cakes ts vata scedavee ivecineitciek 6,771 
RT TERE PN cos vesc peace Rowe Yicis cane Sates es $ 653,436 
Liabilities 


Capital surplus arising through appraisal of fixed 
AE Sotho a gE ni eccasaea bevve evaae eine ve NT reece wees eler motets $ 229,367 
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Example 7 
Assets 


FIXED ASSETS 
Land, buildings, machinery and equipment — At replacement 


| values (depreciated) as appraised in 19 ..by....... 
PURO AGED NUNN oo Sy co as cscs adc eesvasenveotuencuovtecewaien $ 166,966 
pe eaR ITI Cee RUUBCUDIS RN OMMOIIE 565s scr cs sh cis ck cccseis sass euenasccemsnasnsconscs 1,975,666 
$2,142,632 
apse: Reserve Tor GESPCCIAGOI «oo... cass csesccsssssesssascccseseasessessse 830,198 $1,312,434 
Liabilities 
RESERVE FOR REPLACEMENT OF FIXED ASSETS ............::c::ses00e0: $ 250,000 ooo... 


CAPITAL AND SURPLUS: 
Capital Surplus 
Amount arising from appraisal of fixed assets 
MBO ws nde per Es Sees OES cai he $ 72,701 


DIRECTORS’ REPORT 


An amount of $250,000 has been transferred from earned surplus account to a reserve 
for the replacement of fixed assets, in view of the very heavy additional costs of replace- 
ments of machinery and equipment. 


Example 8 
Assets 


REAL ESTATE 
Land, buildings and wharves as appraised by . . . . Company, 
i Limited, in 19 . . ., less amounts written down in 19. . 
4 and 19 .., adjusted for subsequent additions and disposals $ 601,987 
PLANT AND EQUIPMENT, fishing and coasting craft, etc., at cost less 
Risen SIN ERIIOMAOISIE) ct et ec sche 103,700 } 


RESERVE FOR DEPRECIATION 


eines, URNID = BODO tg ccdccsé a ncassvce seco chic xpascpaes cowcdesttickes Sees $ 189,110 
Transferred from Profit and Loss Account, February 29, 1952 42,250 


231,360 
Deduct amount written off Property and Equipment, etc. .......... 54,793 $ 176,567 


Example 9 
Assets 
Realestate and buildings (at COs) ..2-......ccccssecscseasses.c.secsessessscsviscecsvanse $ 270,089 
Plant, machinery, furniture, and fittings (at cost) .............cce 991,735 
Liabilities 
Reserve for replacement of buildings, machinery, etc. .................. ; $1,350,257 


i Note to profit and loss account: 
The charge against operations in respect of depreciation amounted to $111,516. 





—— 
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Example 10 
Assets 
Capital assets, at cost: 
ND cS eacac casa p poco ce es tees usecase recssnckaee’ $ 526,015 
Improvements to leased buildings ................00.000 131,318 
PAACHINETF ONG CQUIPINENE 2:.2....0..566s00.5csccsesce sess 513,395 
Store furmiture and fixtures .............ccccccccccseeeceeseeeeees 509,773 
Office furniture and fixtures .............ccccceeeeee 19,583 
PROMO DINES ANG REUCIS on scsis dss ciccsaiveissceccsciesteaeeoncds 71,109 
1,771,193 

Less reserve for depreciation ..................:.:cccccee 1,051,174 $ 720,019 
I iets oe sare ieee a teeter Nt ee ie ae Sat he 146,001 $ 866,020 

Liabilities 


Special reserve for depreciation .................... 


Letters from Readers 





Toronto, April 17, 1954 
“INTERPRETATION OF TAXING STATUTES” 
Sir: In connection with Mr Lorenzen’s ref- 
erence in the above article in the April issue 
to disposal of depreciable assets, there is 
no clear wording in the Income Tax Act re- 
lating to undepreciated capital cost at Jan- 
uary 1, 1949. Sec. 144 refers to the be- 
ginning of the 1949 taxation year and sec. 
20(3) and reg. 1104 state that where an 
individual is in business with a fiscal period 
other than the calendar year, taxation year 
means the fiscal period of the business. The 
correct reference is of course to the ending 
date of the 1948 fiscal period. 
R. J. GALLowAy, C.A. 


Vancouver, May 25, 1954 
THE OLDEST ACCOUNTING SOCIETY 


Sir: In his article “Professional Account- 
ancy” in your May 1954 issue, Professor Byrd 
says, “the oldest existing professional body 
in Britain .... The Institute of Chartered 
Accountants in England and Wales was in- 
corporated by Royal Charter on May 11, 
1880.” I trust you will bring this to the 
attention of those misguided Scots who pro- 
pose to celebrate this year the centenary of 
the foundation of their Institute (formerly 
the Edinburgh Society) in 1854. 

A. N. STEWART 





Practitioners’ Forum 


Conducted by Geoffrey H. Ward, C.A. 


MORE ON THE AUDITOR AND THE BANKER 


_— topic was dealt with in the last 
issue of the column. Here is some 
more material for your consideration. 


Survey of Texas Bankers 

The Journal of Accountancy for April 
1953 comments on a booklet published 
by the College of Business Administra- 
tion of the University of Texas. Infor- 
mation in this booklet is based on a 
survey made of banks in Texas. Bank- 
ers were asked to comment on the type 


of report which is most useful to them. 
Out of 135 banks, 58 preferred the de- 
tailed report to management, 41 the long 
form, and 36 the short report. A list 
of 15 items of interest to bankers is 
shown in figure 1 with their vote as to 
whether they consider the item useful or 
necessary for their purposes. 

In addition the banks were asked to 
state criticisms of independent account- 
ants’ reports. These were as follows: 


Figure 1 
Bank Preferences 


Item 


. Breakdown of notes payable as due to banks, trade creditors, 


and others 


Age of accounts payable . 


Aging of receivables 


SY AW RYN 


Market value of investments 


. Comparisons with prior periods .......... 


Schedule showing insurance coverage ..... 
Explanatory notes regarding major items . 


List of contingent liabilities 0.0.0.0... 


. Schedule of fixed assets and reserves for depreciation .................. 


. Segregation of officers’ salaries 

. Surplus analysis 

. Statement of application of funds 
. Replacement cost of inventory 

. Basis of costing sales 

. Comparison with budget 











1. Comments on various items in the 
balance sheet and income statement 
should be amplified and more fully ex- 
plained. 

2. Most reports are short on detail. 

3. Sometimes the report is in such 
detail that the main facts are obscured. 

4. Some reports show a lack of un- 
derstanding of local business problems 
and conditions. 

5. In too many instances we find that 
the public accountant lacks the ability to 
prepare a report of value, other than a 
balance sheet. 

6. Frequently audits are made with 
one single purpose alone and do not in- 
clude information sufficient to _ satis- 
fy suppliers, stockholders, bankers, and 
other creditors. 

7. Reports are not true picture. Do 
not give effect to present market valua- 
tions. 

8. Greatest weakness is in validity or 
accuracy of inventory figures. This is 
particularly the case when the account- 
ant says it was impossible to take, or 
observe the taking of, a physical inven- 
tory. 

9. Accountant’s opinion is often mis- 
leading and far too qualified. 


10. Statements are often prepared 
without making an adequate audit. 


11. Too many accountants are prone 
to issue a report based on information 
furnished by the management rather than 
one based on a thorough verification or 
examination. 

12. Rely too much on data furnished 
by client without sufficient investigation 
of books to get true facts. 


13. They are too frequently taken 


from records without a satisfactory ex- 
amination of surrounding facts. 

14. They wish to please their client 
and sometimes fail to put in their re- 
port a condition which should be fully 
disclosed to a lender. 
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15. In some instances the accountant 
merely attaches a letter of transmittal to 
his report. He should either write an 
opinion or a disclaimer of opinion so 
the recipient of the report is not left 
completely in the dark as to what value 
to assign to it. 


16. Where heavy borrowing is evi- 
dent, the accountant would perform a 
service to client and bank by conferring 
with bank regarding type of analysis de- 
sired. 


The questionnaire revealed that the 
practice of requiring audited reports from 
borrowers is not by any means univer- 
sal. Smaller banks indicated a prefer- 
ence to local accounting firms over na- 
tional firms because the local firm is 
more readily available for discussion and 
is in closer touch with local conditions. 


This material suggests that we should 
ask ourselves — 

1. Are our reports suitable for credit 
purposes ? 

2. What can be done to encourage 
credit grantors to ask for audited state- 
ments ? 

A panel member has submitted the fol- 
lowing comments on this material: — 


I have reviewed with one of the local 
bankers the comments regarding the 
American Institute program to improve 
relations between bankers and certified 
public accountants. I think the problem 
in Canada is somewhat different from 
that in the United States because in 
Canada there are only eight or ten bank- 
ers instead of thousands of individual 
companies. 

I believe that the average Canadian 
banker (unless he is making a strictly 
personal loan or a loan that is fully 
secured) would insist upon a properly 
audited statement. The problem then is 
not one in which chartered accountants 
must sell themselves to the bankers but 
one in which the individual practitioner, 
who is just starting in business, must sell 
himself to the bankers, proving that he 
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is capable and trustworthy and that he 
will present an accurate picture to them. 

In taking up the challenge posed by these 
two questions, may I offer the follow- 
ing thoughts for consideration. 

In complying with the request for a 
financial statement from his banker, the 
applicant’s main consideration is to show 
as healthy a position as possible. In 
his desire to do so he sometimes allows 
his imagination to play too strong a 
part in placing valuation on inventory, on 
soundness of accounts receivable, and on 
fixed assets. It is often the case that 
the figures given to the banker are theor- 
etical and do not agree with balances in 
the applicant’s books. 

By theoretical is meant the client’s per- 
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client by conferring with the bank on 
any specific requirements or comments 
they wish brought out in the auditor’s 
report. 

It has been my experience that banks are 
insisting more and more that the audi- 
tors be of C.A. standard because the 
banker realizes that a high quality of 
work and report is most essential for 
all concerned. This was clearly indi- 
cated by Mr. T. G. Adams, supervisor 
of Ontario Branches of the Bank of Nova 
Scotia, in the August 1953 issue of The 
Canadian Chartered Accountant. He says, 
“How does a bank look at credit? Well, 
we begin at the same point as in every 
other credit application, namely the 
balance sheet, and we expect these fig- 





This column is being conducted to help small practitioners and 
to provide material of interest to them. In order to do this we 
would very much like to receive their constructive criticisms and 
to have more individual practitioners participate in their column. 
At the time this sixth column, which ends the first year’s run, was 
completed very little had been heard from the membership at 
large. In case you have something to contribute but do not wish 
to get involved in prolonged discussions with others who may have 
different views please be assured that we will be quite happy to 
publish your material anonymously. So please drop us a line, soon. 





sonal estimate or valuation based, say, on 
present day valuations. 

In actual practice smaller firms may 
have no audited statement available, par- 
ticularly if the application is made dur- 
ing the course of the year and not at a 
year end or financial statement date. It 
should be pointed out to bankers that 
properly audited statements should ac- 
company all credit applications. In this 
way they would have sound financial fig- 
ures on which to judge an application. 
Another panel member has similar 


views as follows: — 


In view of the development of mod- 
ern business today, it is becoming in- 
creasingly clear that the banker should 
insist on audited statements for his own 
protection and guidance. As mentioned 
earlier in this column, if the business 
has received bank credit or contemplates 
asking for bank credit, the auditor could 
be of service to both the banker and his 


ures to be certified by auditors in whom 
we have confidence as reliable, com- 
petent, and ethical members of their 
profession.” 

In referring to the list of items of in- 
terest to bankers in figure 1, I would 
like you to note #12 “Statement of Ap- 
plication of Funds”. This was an Am- 
erican survey and the ratio was 68 Yes, 
63 No or almost 50% either way. The 
Canadian banker appears to put more 
importance on this statement than do 
his confreres below the border. Most 
bankers with whom I talked have ex- 
pressed a keen desire to have this sched- 
ule form part of the financial statements. 
There is therefore a strong case for the 
inclusion of this particular schedule, not 
only as a very useful one to the client, 
but also as some material assistance to 
the banker. 


Another item worthy of comment is 
#2, “Comparisons with prior periods”, 





Teme 
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which was almost unanimously requested. 
Comparing this choice with other very 
important items lower down on the list 
occasions some surprise. Comparisons 
with prior periods is a practice that 
might well be greatly encouraged. Its 
practice is by no means frequent, particu- 
larly with smaller audits, and its im- 
portance is certainly emphasized by its 
place on the list. 


Obituaries 





George Leonard Salter 

The Institute of Chartered Accountants of 
British Columbia announces with regret the 
death of George Leonard Salter at Vancou- 
ver on April 27, 1954 at the age of 77. 
Born in Brantford, Ontario, Mr Salter came 
from Winnipeg to Vancouver in 1919. He 
became a member of the British Columbia 
Institute in 1922 and carried on the prac- 
tice of his profession in Vancouver for many 
years. 

To his widow the members of the Insti- 
tute extend their sincere sympathy. 


Frederick Martyn Oliver 
The Institute of Chartered Accountants of 
Saskatchewan announces with regret the 


News of Our Members 





Mr Spencer H. Over, C.A. (Ont.), O.B.E. 
has been elected president of the British Em- 
pire Club of Providence, Rhode Island, for 
the 40th time. 

* = - 

Mr R. A. Gourlay, C.A. (Ont.), has been 
appointed comptroller of Holeproof Hosiery 
Company of Canada, Limited, London, Ont. 

- * * 

Mr W. K. Jones, C.A. (Ont.) has been 

appointed secretary-treasurer of Hugh C. 


MacLean Publications Limited, Toronto. 
* * * * 


“Mr Ian Macaskill, C.A. (N.B., Que.), has 


The criticism made by the bankers of 
auditors’ reports should both cause the 
auditor to ponder well the various as- 
pects of his report and also perhaps act 
as a guide to its improvement when 
necessary. 

Auditors’ reports should never become 
perfunctory but must serve a real and 
useful purpose by being of practical and 
factual value. 


death of Frederick Martyn Oliver in Medi- 
cine Hat on June 11, 1954. He died sud- 
denly of a heart attack in his 80th year. 

Born in Newport, Monmouthshire, he came 
to Canada in 1911 and was admitted to the 
Saskatchewan Institute in 1917 and the AI- 
berta Institute in 1918. From 1920 to 1952 
he served as auditor to the City of Medicine 
Hat and was very active in the work of the 
Canadian Red Cross, Boy Scouts, Rotary Club 
and other service organizations. 

In 1941 he entered into partnership with 
C. W. Richardson, C.A. under the firm name 
of Oliver and Richardson, Chartered Account- 
ants. 

Mrs Oliver predeceased him in 1947. They 
had no children. 


been appointed regional auditor of the west- 
ern region of the Canadian National Rail- 
ways, with headquarters in Winnipeg. 


* * * * 


The principal of Queen’s University, Dr. 
W. A. Mackintosh, has announced that Mr. 
L. G. Macpherson has been promoted from 
associate professor to the rank of professor 
in the School of Commerce and Administra- 
tion, Queen’s University. Mr. Macpherson was 
recently appointed director of research of 
the Canadian Institute of Chartered Account- 
ants. 
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News from the C.I.C.A. 


Mr L. G. Macpherson, C.A., has been ap- 
, pointed research director of The Canadian 
Institute of Chartered Accountants. Mr 
Macpherson was born in Ottawa and is a 
partner in the firm of England, Leonard & 
Macpherson of Kingston, Ontario. He is 
a member of the Council of the Institute of 
Public Administration of Canada, president 
of the Kingston Chartered Accountants Club, 
and chairman of the Budget Committee, 
Kingston Community Chest. Since 1936 he 
has been auditor of the City of Kingston 
and is to continue his academic career as 
Professor of Commerce at the School of 
Commerce and Administration, Queen’s Uni- 
versisy. 


COMMITTEE ON RECRUITMENT AND 
TRAINING 


The committee, under the chairmanship 
of T. C. Kinnear, met in Toronto on May 
6, 1954. 


COMMITTEE ON ANNUAL MEETING 
PROGRAM 


The committee, under the chairmanship 
of Howard I. Ross, met in Toronto on May 
6 to consider arrangements for the 1954 
annual meeting and to prepare a report on 
the long-term annual meeting program. 


SUB-COMMITTEE ON ACCOUNTING AND 
AUDITING RESEARCH 


The committee, under the chairmanship 
of G. G. Richardson, met in Toronto on 
May 3 to consider various topics for the 
full meeting of the committee to be held in 
June. Of particular concern was the prob- 
lem of depreciation and capital cost allow- 
ances and the revision of Bulletin No. 6 
— The Auditor's Report. 


C.I1.C.A. MID-YEAR EXECUTIVE MEETING 

The C.I.C.A. Executive Committee met in 
Toronto on May 26, 27, and 28 for their 
regular mid-year meeting. 


ALBERTA 
Patriquin, Duncan, McClary, McClary & Co., 
Chartered Accountants, Edmonton, an- 
nounce the admission to partnership of Mr 
Gordon A. R. Hauff, C.A. 


* * * * 


Messrs J. Ross Henderson, B.Com., C.A. 
and Francis D. Waines, B.Sc., C.A. an- 
nounce the dissolution of the partnership 
of Henderson, Teare & Waines, Chartered 
Accountants, and the formation of a new 
partnership under the firm name of Hen- 
derson, Waines & Anderson, Chartered Ac- 
countants, with offices at 502 Lancaster 
Bldg., Calgary. The additional partners in 
the new firm will be Messrs W. Fay Ander- 
son, B.Com., C.A. and John H. Greig, C.A. 


* * * * 


Ponton & McElroy, Chartered Accountants, 
announce the dissolution of their partner- 
ship. Mr G. P. Ponton, C.A. will continue 
the practice of his profession at 615 Northern 
Hardware Bldg., Edmonton, and Mr D. K. 
McElroy, C.A. will carry on the practice of 
his profession at 302 Northern Hardware 
Bldg., Edmonton. 


BRITISH COLUMBIA 


Mr Stephen E. Stanford, B.Com., C.A., 
announces the removal of his office to 828 
Rogers Bldg., 470 Granville St., Vancouver. 


* * * * 


Rickard, Crawford & Co., Chartered Ac- 
countants, announce the opening of a New 
Westminster office for the practice of their 
profession at Royal Fraser Bldg., 320 Co- 
lumbia St., New Westminster. 

* a * * 


Mr Robert J. Rose, C.A. announces the 
opening of an office for the practice of his 
profession at Rm. 701, 850 W. Hastings 
St., Vancouver. 


ot 
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Mr Jason D. Routtenberg, C.A. announces 
the opening of an office for the practice of 
his profession at Rm. 811, 736 Granville 
St., Vancouver. 

* * * > 

Messrs Hugh R. Horne, C.A. and Frank 
A. Robertson, C.A. announce the admission 
to partnership of Mr Charles W. Mavor, 
C.A. Henceforth practice of the profession 
will be carried on under the firm name of 
Horne, Robertson & Mavor, Chartered Ac- 
countants, with offices at 1105 W. Pender 
St., Vancouver. 

* * % % 

Patrick M. Reynolds & Co., Chartered Ac- 
countants, announce that in future their 
practice of the profession will be conduct- 
ed under the firm name of Reynolds, Milne 
& Co., Chartered Accountants, with offices 
at 402 W. Pender St., Vancouver. 

* % * * 

Milne, Church, Pickard & Co., Chartered 
Accountants, announce the retirement of 
Mr W. B. Milne, C.A. and the admission to 
partnership of Mr R. G. Newman, C.A. at 
Port Alberni. Practice of the profession 
will be carried on under the firm name of 
Church, Pickard, Lane & Newman, Chart- 
ered Accountants, with offices at 75 Bastion 
St., Nanaimo, and 318 Argyle St., Port Al- 
berni. 


MANITOBA 

Dunwoody, Saul, Smith & Co., Chartered 
Accountants, announce the admission to 
partnership of Messrs W. W. Shepherd, 
C.A., Geo. D. Wood, C.A., Thos. A. Saul, 
C.A., J. V. Cortens, C.A., H. S. Sigurdson, 
C.A., R. E. McMeekin, C.A. Practice of the 
profession will continue under the same 
name with offices at Winnipeg, Kenora, 
Fort William, Fort Frances, and Atikokan. 


NEW BRUNSWICK 
Mr H. F. Richards, B.A., C.A. announces 
the opening of an office for the practice of 
his profession at Ste. 2, 65 York St., Fred- 
ericton. 


ONTARIO 
Mr Rudolph P. Cohen, B.Com., C.A. an- 
mounces the removal of his office to Ste. 1, 


2030 Bathurst St., Toronto. 
x * * 


Gilbert A. Doe & Co., Chartered Ac- 
countants, 67 Yonge St., Toronto, announce 


the admission to partnership of Mr Kenneth 
G. Linn, C.A. effective June 1, 1954. 
* * * 

Sprackman, Direnfeld & Co., Chartered 
Accountants, announce the dissolution of their 
partnership. Messrs E. M. Sprackman, C.A., 
C. H. Sprackman, C.A., and J. Sprackman, 
C.A. will continue practice of their profession 
under the firm name E. M. Sprackman & Co., 
Chartered Accountants, with offices at 460 
Richmond St. W., Toronto, while Mr. E. C. 
Direnfeld, C.A. will practise his profession 
under his own name at 21 Dundas Sq., Tor- 
onto. 


Ontario Students Association 
On May 15 the new Council of the Chart- 


ered Accountants’ Students Association of On- 
tario held their first meeting at the Chart- 
ered Accountants Building. Officers elected 
for the ensuing year were: president, Wm. A. 
Broadhurst; vice-president, Reid D. William- 
son; treasurer, Rod J. W. Whitehead; secre- 
tary, J. Donald Crump. Others eiected to 
committees were Glenn D. J. Crossett, Wm. 
H. Bradshaw, Joseph Harper, C.A., Walter 
Gregory, C.A., and Miles H. Kennedy. 

The annual golf and tennis tournaments 
of the Chartered Accountants’ Students Asso- 
ciation of Ontario were held on Thursday, 
June 17. Almost undaunted by the steady 
downpour, 175 brave souls played the Rouge 
Hills Golf Club course. Spectator interest 
was low, but those who were there (approxi- 
mately 14 seagulls) saw Paul Walton win 
the cup and prize for low gross after break- 
ing a tie with Ted Forster who was awarded 
the prize for low gross runner-up. Prize for 
low net was won by Bill Wait, and the run- 
ner-up was Bill Wilson. Hidden hole high 
went to David Huntley. 

The tennis tournament was hit by the 
weather and some games had to be played on 
Saturday, June 19. Winner of the tourna- 
ment was Roy Spencer who also won last year. 
Second was Bill Davis. 


QUEBEC 

Price Waterhouse & Co. announce the ad- 
mission to partnership of Mr Frank Willcox, 
C.A. who is resident in Montreal. 

* * ~ 

M. Pierre D. Bouchard, c.a. 
l’ouverture de son bureau au no. 278 rue 
St-Dominique, 4 Jonquiére, Québec 


annonce 





The Students’ Department 


J. E. Smyth, C.A., Editor 


Correspondence with the editor is cordially invited 





SOME COMMENTS ON TRUTH IN ACCOUNTING 


c is not that the things one learns 
about truth and honesty in his early 
life are irrelevant. We do not indeed 
wish to disparage the benefits of regu- 
lar attendance at Sunday School or a term 
with the Boy Scouts. It is just that for 
the special purposes of accounting, truth 
takes on another dimension. Truthful- 
ness becomes really more than a virtue 
for its own sake; it becomes a profession- 
al service. 


Telling the truth in accounting is a 
matter of insisting upon a fair disclosure 
of the financial affairs of a business and, 
by implication, of the activities of those 
who operate the business. It is not, 
therefore, a matter of the accountant dis- 
closing facts about Aimself, though we 
trust his personal affairs may stand the 
light of day as well as those of others. 
It does not seem too much to expect that 
one who presumes to operate in this area 
should himself be a person of integrity. 

* * % 

Nor does it follow that it is easier to 
tell the truth about others than to tell 
the truth about oneself. One well-known 
writer has discerned three requirements 
of telling the truth in accounting — 
knowledge, skill, and power. 


1 A. C. Littleton, “The Uses of Theory”, The 
Journal of Accountancy, April 1939. (The 
discussion of the three attributes of truth, 


34 


Knowledge is for this purpose the 
ability to recognize the truth when one 
sees it — or at least to know what is 
untrue. The process is rendered more 
subtle by the fact that the dividing line 
between truth and untruth is not always 
a sharp one. What, for example, is a 
“fair” presentation of the financial af- 
fairs and position of a business? Here, 
surely, truth operates within limits and 
is open to opinion; but always there is a 
point beyond which the exercise of this 
discretion results in abuse and untruth. 
Telling the truth about the affairs of a 
business requires in the first instance a 
thorough knowledge of them. 


Yet one must have not only knowl- 
edge, but also the ability and the 
skill to interpret it meaningfully to 
others; he must be articulate in present- 
ing it. It is nothing, except perhaps for 
a kind of frustrated self-righteousness, to 
have the truth locked up in one’s breast. 
In accountancy much time and thought 
are constantly given to the problem of 
designing financial statements and classi- 
fying the data so that their disclosure 
has significance for the general reader. 
Also, an increasing amount of attention 
is being given to the writing of account- 


while inspired by the article, is the edi- 
tor’s. ) 
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ing reports in understandable language. 
Telling the truth becomes a specialized 
technique. 

Power, too, is a necessary attribute of 
one who would tell the truth in account- 
ing: those who control his employment 
are sometimes those whom the full dis- 
closure of financial information may af- 
fect adversely. All else fails if an ac- 
countant cannot insist upon the disclosure 
of truth. To succeed in this respect he 
must have both courage and independ- 
ence. Used in this way, his power puts 
teeth in truth. 

* * * * 

The importance of integrity in ac- 
counting has been stressed by H. T. 
Scoville, formerly head of the Account- 
ing Department, University of Illinois.? 
Mr. Scoville writes, 

“A famous religious leader has said 
that ‘Honesty is the best policy but he 
who acts on that principle is not an 
honest man’. This is an appeal for 
natural and inherent honesty — the 


kind of honesty accountants require. It 
is spontaneous and not forced. The 
forced type of honesty is about as hard 
to control and apply as the type of tact 
and diplomacy that is learned from a 
text book. 

“If any student of accountancy expects 
to become a professional accountant or an 
accountant in almost any other capacity, 
he should change his plans unless he 
knows that it is natural for him to be 
honest, natural to be sincere in his search 
for facts and in his use of them, and 
natural for him to persevere when ob- 
stacles seem to arise in obtaining satis- 
factory evidence; or unless he is sure that 
by prolonged and diligent repetition of 
acts of integrity he can attain a high 
level of conscience.” 








2 H. T. Scoville, “The Accountant and His 
Conscience”, The Illinois Certified Public 
Accountant, March 1952, reprinted in Col- 
legiate News and Views, December 1953, 
published by South-Western Publishing 
Company. 


PUZZLE 


In a room 12 feet wide, 12 feet high, 
and 30 feet long a spider is located on 
one end wall 1 foot from the floor and 
6 feet from each side wall. On the 
other end wall a fly is located which is 
1 foot from the ceiling and 6 feet from 


each wall. How long is the most direct 
route by which the spider can reach the 
fly? 

(Contributed by Mr. K. S. Stibbard, 
C.A., Winnipeg, in response to the edi- 
tor’s request for more puzzles.) 


wo 


SOLUTION TO THE JUNE PUZZLE 


Seven times the divisor gives a three figure number, which, when subtracted from another 
three figure number still leaves a three figure number. 

The next subtraction has a three figure number subtracted from a four figure number, 
leaving only two. Therefore this three figure is larger than the three figure in No. 1 
above and therefore the corresponding figure in the quotient is greater than 7, that is, eight 
or nine. 


. The first and last division yield four figure numbers and since this is larger than the 


three, the corresponding quotient figure must be nine. 

The fourth quotient figure is zero, since two numbers had to be brought down from 
the dividend before division was possible; therefore the quotient is 97,809. 

Since 8 times the divisor is still three figures, the divisor is less than 125, and since 9 
times the divisor is over 1,000, the divisor is greater than 111. 


. By examining the last division step the remainder from the next to last step cannot be 
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more than 12. Therefore 8 times the divisor is at least 988, and this is possible only it 
the divisor is 124. 2 


DUTIES OF THE JUNIOR AUDIT CLERK ; 
(Submitted by Mr. Roy Bartlett, a student-in-accounts in Ottawa) 


The junior audit clerk must look intelligenr at all times; 

Appear to understand all instructions, however confusing they may be; 

Take the blame for all missed appointments, lost time, misplaced articles, etc.; 

Ask questions, even if they are impossible to answer; 

Always wear socks and tie that match; 

Figure out anything that his superiors cannot figure out; 

Report proceedings at luncheons to immediate superiors; 

8. Supply witty and humorous sayings when the morale of the staff is low; 

9. Carry wrenches, hammers, screwdrivers, and spare tires on all out-of-town trips; 

10. Agree with superiors as to the quality of the food in out-of-town restaurants; 

11. When unable to find things in a client’s books or ledgers, make the deduction that 
there must be another book; 

12. Always have a small pick-up truck available for delivery purposes; 

13. Pace the office floor for expectant fathers on the staff; 

14. Keep secretaries happy by making pleasant remarks as to their appearance, the weather, etc.; 

15. Always place the welfare of the client ahead of sports, girl friends, or musical records; 

16. Adjust the speed at which he works to the mood of his superiors at the time; 

17. Consider all senior and intermediate students as all-powerful beings of vastly superior 
intellectual status; 

18. Have up-to-date reports on sport scores, time checks, weather forecasts, and all local and 
international news items; 

19. Accept the fact that seniors and intermediates are allowed to be “out” in their calculations 

by any sum up to $500, while he must always balance to the last cent. 


AY RYN - 


_ 


NOTE: The junior audit clerk should not, however, be required to lick stamps or labels; 
and when matters relating to him are being filed, they should be filed alphabetically under 
his name, and not under “J”. 


AN ACCOUNTING PROBLEM 
(Submitted by Mr. E. Stamp, a student-in-accounts in Toronto) 


Under what circumstances will the net profit or loss for a period, as shown by a com- 
pany’s income statement, be unaffected by the amount of the bad debt write-off at the 
end of the period? 

Solution: — When the company reports income on a cash basis but maintains its ac- 
counts on an accrual basis. 

Illustration: — 

The X Co. Ltd. maintains ledger accounts for accounts receivable and allowance for 
doubtful accounts but reports income on a cash basis. Its balance sheet as at 31 Dec 
1953 included the following item among the current assets: i 

PRECOTIS RCRIWRINO: cassis ssis ices cscs coscesssarcsoosecssnacssvesessens Bee tesa $18,210 

Less allowance for doubtful accounts .......000000.0..0.c.ccccccceeeceeees 1,000 

$17,210 

On the same balance sheet an item of deferred revenue in the amount of $17,210 

appeared among the current liabilities. 


Assume that the following data relate to the year ended 31 Dec. 1954: 
NN a I a a cu a Se os eA a alee oii $90,560 
Remittances received from customers OM ACCOUNE ............c.cccccccesesseseeesseseeaeeess 75,250 


Bad debts written off ...... Se oe pincer tile Rect Mt coe ca 250 
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Assume also that an allowance for doubtful accounts equal to 5% of accounts receiv- 
able (after writing off the bad debts) will be adequate at 31 Dec 1954. 


The entries shown in journal form below will record the above information on the 
books of X Co. Ltd. during 1954. 


Books OF X Co. LTD. 





Dr. Cr. 
1954 
Jan. 1 Deferred revenue . ssxdiverscteaettess, LPpe TOUOe 
Sales revenue ........ i oles saa occas 17,210.00 
To reverse entry of 31 Dec 1953 
(1954) Accounts receivable ........... j twetastateenn. WO eRee 
Re IN ccs ee 8 el roo riane a tained wementie 90,560.00 
(Credit sales for 1954) 
(1954) Bank oo. beds coscsee 75,250.00 
Accounts receivable ...... ; sees 75,250.00 
(Remittances received from comme) 
(1954) Allowance for doubtful accounts 250.00 
Accounts receivable ............... 250.00 
To write off uncollectible accounts 
Dec. 31 Bad debts expense ........... et en ; 913.50 
Allowance for doubtful accounts 913.50 
To increase allowance to 5% of accounts recewublé, 
as follows: 
Gi Ore Oe I) aioe Nas erie Me aed eta awe $ 1,663.50 
Cr. balance in allowance account 750.00 
$ 913.50 
Dec. 31 Sales revenue : : ate 31,606.50 
RUN PCOS. Oo eiiohe oxi eee Ne win chews cette 31,606.50 
To defer revenue recorded but not yet received, 
as follows: 
Accounts receivable ............00....0.... ahve = B35,27000 
Less allowance for doubtful accounts 1,663.50 
$31,606.50 
Proof: — 
Credit balance in Sales revenue account 31 Dec 1954 ............ $76,163.50 
Debit balance in Bad debts expense account 31 Dec 1954 913.50 


Net effect on income = amount of cash received ..................... $75,250.00 
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CORRESPONDENCE 


Montreal, Que. 


Sir: In the published solution for Problem 
2 in The Students’ Department of February 
1954 the explanation for memorandum 
journal entry (f) is as follows (p. 117): 


Surplus 


17/20 of 690,000 $586,500 
17/25 of 690,000 469,200 
$117,300 


I believe 17/20 of 690,000 should be 


(16/20 of 600,000 + 1/20 of 690,000) or 
$514,500 and not $586,500. Then the mem- 
orandum journal entry (f) would be: 
Capital G Co. Ltd. 136,000 
Purchase discrepancy 
Surplus G Co. Ltd. 
Am I correct? 


90,700 
45,300 


Ross BROUGHAM 


Editor’s Reply: In the editor’s opinion elim- 
ination (f) as calculated in the published 
solution might have been explained in a 
somewhat different way, as follows: 


Total Shareholders’ Equity in G Co. Ltd. before and after the 
Issue of 5,000 Shares to the Public at $60 per Share on 1 Sep 1951 


Share capital (Before — 20,000 shares 
After — 25,000 shares) 


Surplus 


G. Go. Lied. 
Before After 


$ 400,000 $ 700,000 





Ratio of shares held by H Co. Ltd. to total shares outstanding 


(H Co. Ltd. holds 17,000 shares as of 1 Sep 1951) 


690,000 690,000 
1,090,000 = 1,390,000 
17/20 17/25 


Interest of H Co. Ltd. in shareholders’ equity of G Co. Ltd. as of 


1 Sep 1951 $ 926.500 $ 945,200 
“—_ 926,500 

Increase in interest of H Co. Ltd. without additional investment on 
its part (decrease in purchase discrepancy) $ 18,700 


In this sense, the change in the purchase 
discrepancy is attributed to the fact that 
the $60 a share charged to the public was 
different from the equity per share shown 
by the books immediately prior to the pub- 
lic issue. 

The solution suggested in the letter above 
seems to be based upon the argument that 
the elimination as published attempts to ad- 
just the purchase discrepancy for some ele- 
ment which is not in the purchase discrep- 
ancy as calculated, namely an increase in the 
surplus of the subsidiary since the time of 
acquisition. 

On the other hand this whole adjustment 


to the purchase discrepancy results from 
an “external” transaction, as it were. In 
other words, it is not caused by any di- 
rect action on the part of the parent in 
the way of sale or further purchase of 
shares in the subsidiary. The parent com- 
pany has simply to accept the consequences 
as a given fact. This being so, is it not 
reasonable to calculate the change in pur- 
chase discrepancy as the change in the in- 
terest of the parent company as it appears 
on the date of this transaction? Would any 
reader interested in the theory of consoli- 
dations care to express an opinion? 


— 








REE 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner, but rather to provide such discussion and ex- 
planation of the problems as will make their study beneficial. The editor will welcome 
discussion of the solutions published. 


PROBLEM 1 
Intermediate Examination, October 1953 


Accounting I, Question 4 (18 marks) 


CA set up an accounts receivable control account with the corresponding subsidiary 
ledger for a client as of 1 Aug 1952. He explained how the entries should be made 
in the control account and the subsidiary ledger to the bookkeeper. At the end of August 
the bookkeeper was unable to reconcile the subsidiary ledger with the control account. 


The following entries in the control account for the month of August were made by 
the bookkeeper: 


Dr. Ce. Balance 
Balance as per subsidiary ledger 1 Aug 1952 $ $ Dr. $1,642 
Notes accepted by customers during the month 70° Dre E572 
Credit sales for the month of August as per sales record 1,950 De. 35522 
Notes paid by customers during the month a nt 30 Dr. 3,492 
Returned sales as per returned sales journal ... 73 De 3417 
Customers accounts paid as per cash book 1,700" Dre. 15757 


Upon investigation CA finds the following: 

(a) Payment of $150 by X was credited to the account of Y in the subsidiary ledger. 

(b) On August 18 Z returned goods amounting to $24. This amount was not posted 
to his account in the subsidiary ledger. 

(c) A typewriter was sold to D, an employee, for $44 instead of being traded in on 
the new machine purchased and this amount was included in the credit sales of 
$1,950 above. The entry for the sale was credited to D’s account in the sub- 
sidiary ledger. 

(d) In extending the balances in the accounts receivable ledger the bookkeeper over- 
stated the balance due from H Co. Ltd. by $1. 

(¢) A loan of $65 to a customer was charged to general expense in error in the 
cash book but was posted to the customer's account in the subsidiary accounts 
receivable ledger. 

(f) A customer, W, had a debit balance of $100 in his account in the accounts 
receivable ledger and a credit balance of $200 in his account in the accounts 
payable ledger. The net amount of $100 was paid and charged to accounts pay- 
able in the cash book and the balance in W’s account in the accounts receivable 
subsidiary ledger was reduced to $0. 

(g) On August 17 customer F paid $123 on his account. This was posted in the 
subsidiary ledger as $132. 

(h) Goods shipped out on consignment in the amount of $85 were recorded as 
credit sales and cash of $39 received for sale of part of the consignment was 
credited to accounts receivable in the cash book. Neither of these entries had 
been posted to the accounts receivable subsidiary ledger. 


Required: 
The journal entries required to adjust the accounts. If you do not consider an entry 
to be required in respect of any item, state why not. 








40 The Canadian Chartered Accountant, July, 1954 


A SOLUTION 


Corrections required to reconcile the subsidiary ledger 
with the control account and to adjust the accounts for errors 


Since the amount of notes accepted by customers is credited to Accounts receivable 
control, a separate account for notes receivable is maintained in the ledger. Notes paid 
by customers should, therefore, have been credited to notes receivable account, and the 
following journal entry is required: 

Oe UNE PI MEN ast rcs conc aesaes east viz ss 0ss aes siwsen se ossosapomeoeeexe 30.00 

Ree IIS RN e588 205 a Soc cio ele a ocacs Gusyas asin 30.00 

To correct error in recording payment of notes receivable. 





The other corrections required are as follows: 
(a) The error is in posting to the subsidiary ledger and the journal entry required 
will adjust the two subsidiary ledger accounts affected: 
PDE PIA RTERTMOENO MINE AUR DL coc ne ced cares cesecastsvocccsecsvotussenvson ccscssvesstecsasets 150.00 
Gr TCCOmts PECEINAINE HAC): ciscacidssesinss Sosncsecys ee iecccicienien 150.00 
To correct error in posting — see cash receipts book, page — 


(b) The error is an omission to post an item from the returned sales book to the 
subsidiary ledger. Z’s account must be credited with $24.00 and no journal entry is 
required. 


(c) There are two errors here. D's account should have been debited instead of 
credited. To correct this error, D’s account may be debited with $88.00. 

The second error consisted in crediting the proceeds from the sale of the typewriter 
to Sales revenue account. The following journal entry is required: 

a cere cssesureibea vay an osc eranas ie toke enews ce Ie 44.00 

ROS TIN RUE TAIN TIMID NOMEN 50s husis 8a poe vost occas sd odsvensas assets nisesevsesbesese Sc 44.00 
To correct entry crediting proceeds of sale of typewriter to Sale 
account; see sales book, page — 


(d) The error can be corrected by changing the balance of the H. Co. Ltd. account in 
the subsidiary ledger by $1.00. No journal entry is required. 


(e) The following journal entry is required: 
Oe SOMA NR UME TIER IIR 8 acs fe cg oc sap ce iccks sas con couse naiehiebeoonet eS 65.00 
SN NN OMI arses pcesc cas sopvetat sas vssia vane ssusevnrsncsieewetaseits 65.00 
To correct entry charging loan to customer to general expense; 
see cheque register, page — 
(No entry is required in the subsidiary ledger) 


(f) No entry is required in the subsidiary ledger. The following journal entry, 
affecting general ledger accounts, is required: 
Oe RNR NPE dfx 0s vcd ova cscccansssidespavavic saines iooseaccsuscceesoetteens 100.00 
Si: ANI SNIN PINON oi 02.2 ssa Sago sascsdetacebese bens ecaatcountea dss 100.00 
To reconcile balances in contro! accounts with subsidiary ledgers; 
see payment to W, per cheque register, page — 


(g) The error is in posting a figure from the details of the cash receipts book to 
the accounts receivable ledger. The posting in B’s account must be corrected, and the 
balance in the account corrected. 





: 
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(h) Neither the shipment of goods on consignment nor the receipt of cash should 
have affected accounts receivable. Accordingly, no correction is required in the accounts 
receivable subsidiary ledger. One method of correcting the general ledger accounts would 
require the following journal entries: 

e ES cy ree ark RAG ign tht ee OR Se Oe 85.00 
apes era NRRE EE NAIL ohn ce cS cocina ani ves weeteadk 85.00 
To correct error of including consignment shipment in sales; 
see sales book, page — 


Dr. Consignments OUt INVEGIOIY os .6s. lives ks. cess eee rerndad ia 85.00 

Ree SNP UNI UNNI 62s gces ata cus has pel peer ei eee ae WO asbee Slee Se 85.00 
To record the consignment shipment of ..... in proper accounts 
Bee I NMR FO sie S NS eeetiecic ephaiedvas nee 3900 

REE, RSUNMEIEICHIE OUSOOS 258505 cscc8e ou cova dasecsatsee skier nee 39.00 


To correct entry crediting remittance on consignment sales to 
accounts receivable; see cash receipts book, page — 


PROBLEM 2 


Final Examination, October 1953 
Accounting II, Question 2 (15 marks) 


(7 marks) (a) At 1 Jan 1952 the undepreciated capital cost of the class 10 assets 
(maximum capital cost allowance 30%) of the K Co. Ltd., amounted to 
$4,886. The only assets in this class were two cars and one truck. The truck 
cost $5,000 and depreciation of $3,000 had been allowed by the Tax Depart- 
ment up to and including 31 Dec 1948 and the maximum allowable allow- 
ance has been claimed since then. The cars were both purchased in 1951 
at a cost of $3,000 each and a capital cost allowance of 30% was claimed in 
that year. In March 1952 the whole class was disposed of for cash, the truck 
for $600 and each of the cars for $2,900. In December 1952 one second-hand 
truck was purchased for $1,200. 


Required: 

Calculate the maximum amount, if any, of capital cost allowance which will be 
allowed for the year ended 31 Dec 1952 and state how the foregoing transactions affect 
the computation of the taxable income of the company. 

(8 marks) (b) On 1 Jan 1952 the G Co. Ltd. had fixed assets with an undepre- 

ciated capital cost totalling $2,333,335, made up of class 1 assets (maximum 

} allowable rate for tax purposes 4%) $2,000,000 and class 10 assets (maxi- 
mum rate 30%) $333,335. The G Co. Ltd., wished to claim only $100,000 of 
capital cost allowance in 1952 but wishes to set up in the books and claim 
the maximum capital cost allowance in 1953. There are no fixed asset pur- 
chases or disposals in 1952 or 1953. 


Required: 
What is the maximum claim for capital allowance that will be allowable in 1953? 
(Show the details of your calculations.) 
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A SOLUTION 


(a) K CO. LTD 


MAXIMUM CAPITAL Cost ALLOWANCE 


for the year ended 31 Dec 1952 


Class 10 Assets 











RSRReMR RATE REIERD WEE A: FRE DG 2 asics cocks ens sccs sagecaetonscoovencievsseshesoossnnsedeonsd $4,886 
WM MAREE B IR OEE SRG ERR BE 56555552 fusrekain vase sdavdicns sesacsocy Savevolsivagesd 1,200 

6,086 
Deduct proceeds Of sales uring year ....:......:.:c:sscicscscesssscscsoscssisssecsoabeosssseeees ... 6,400 
Recaptured depreciation to be included in taxable income .....................0:00000000+- $ 314 





The proceeds from the disposal of fixed assets up to the amount of their capital cost 
are applied as a reduction in their undepreciated capital cost. 
exceed the undepreciated capital cost at the beginning of the year plus the capital cost 
of assets acquired during the year. The excess is recaptured and must, at the option of 
the company, either be added to the 1952 taxable income or spread over the previous three 


years. 


(b) G CO. LTD. 


MAXIMUM CAPITAL Cost ALLOWANCE FOR 1953 


Undepreciated capital cost, 1 Jan 1952 
Capital cost allowance, 1952 ..................... 


Undepreciated capital cost, 31 Dec 1952 ......... 
Cantal) cost allowance, 1953. .....:.....ccsseccscscss.s 


Undepreciated capital cost, 31 Dec 1953 ................ 


Class 1 
4% 

$2,000,000 

80,000 


1,920,000 


76,800 


$1,843,200 


EXAMINER’S COMMENTS 


The common errors of candidates were: 


Class 10 
30% 

$333,335 
20,000 


313,335 


94,000 


$219,335 





In this case the proceeds 


Total 
$2,333,335 
100,000 


2,233,335 
170,800 


$2,062,535 


1. Refusal to recognize the limitation of $100,000 as the maximum in 1952. 
2. Improper allocation of the amount as between classes 1 and 10 when recognizing 


the maximum. 


3. Assumption that if the maximum capital cost allowance was not claimed in 1952 
the difference between the maximum and $100,000 could be carried forward to 


1953. 


PROBLEM 3 
Final Examination, October 1953 
Accounting II, Question 3 (15 marks) 


Answer each of the following questions (3 marks for each part): 

(a) What are the maximum values of gifts which a man can make to his wife and 3 
children in any one year free of gift tax? 
Dominion Succession Duty Act? 


How are such gifts treated by the 
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{b) An employer has set up an approved pension plan. The contribution required in 
respect of past services is $800,000. What amount will be allowed the employer 
in the determination of taxable income in each of the first five years of the plan 
when the amounts paid by the employer in respect of past services are as follows: 
Ist year $100,000; 2nd year $50,000; 3rd year $45,000; 4th year $110,000; Sth year 
$45,000? 

({c) Under what circumstances are loans to shareholders not to be taxed as income of 
the borrower? 

{d) What are the provisions of the Income Tax Act with respect to the amount of loss 
on farm operations that a gentleman farmer can deduct from his income in arriving 
at his taxable income? 

{e) Your client derived taxable income of $15,000 from his business in 1951 on which 
the tax at 1952 rates is assumed to be $3,000. He estimates his taxable income 
in 1952 will be $12,000 and he pays the tax thereon in four instalments as follows: 
March 31, $400; June 30, $600; September 30, $650; and December 31, $750. How- 
ever, he finds that his taxable income in 1952 was actually $16,000 and he makes 
a final payment of $800 on 31st March 1953 which pays his tax in full. If interest is 
levied at 6% on deficiencies in payments, for how much interest is your client 
liable? (Calculate on a monthly basis.) 


A SOLUTION 


(a) The maximum gift is the higher of $4,000 or one-half of the difference between the 
taxable income and the tax thereon of the previous year, to one person; and $1,000 to each 
of the other three. 

Where gifts are made within three years of the donor’s death, these gifts are included 
in the estate of the deceased for succession duty purposes. 
(b) Pension plan contributions allowable: 


ES ot ae ne eee PRS ht 8 es scien soi cae $80,000 
2nd year ...... se Sait eetvehave 3 70,000 
RE RE, USE es ea ms bgtcn yeah 45,000 
PERI AD cri Ne OEE ts cre alco lhc cet ne Hg net Salad ba Ss 80,000 
2) igt od gRaaRent Onde ty) reo te SRR Ny ee ee ace: |. TROBO 
{c) Circumstances in which loans to shareholders are not to be taxed as income of the 
borrower: 


(i) Where the company’s normal business is the lending of money and the share- 
holder borrows in the normal manner. 


(ii) Where the loan is repaid within the taxation year following that in which the 
money was borrowed, providing that the loan is not one of a series of loans and 
repayments. 

(iii) If the shareholder is also an employee of the company, where the money is 
borrowed for the purpose of purchasing a home. 

(iv) If the shareholder is also an employee of the company, where the money is 
borrowed for the purpose of purchasing an automobile to be used in the course 
of employment. 

(v) If the shareholder is also an employee of the company, where the money is 
borrowed for the purpose of purchasing treasury shares in the company. 

Note: In each case above, a bona fide arrangement must have been made at 
the time of the loan for its repayment within a reasonable time. 


(d) A gentleman farmer can deduct from his income one-half of his farming loss (before 
provision for depreciation) or $5,000, whichever is the lesser. 
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(e) Interest payable on deficiencies in payments 











Instalment Should 
Date have been Actual Shortage Interest 
1952 
31 Mar $750 $400 $350 6% for year $21.00 
30 Jun 750 600 150 6% for 9mos. 6.75 
30 Sep 750 650 100 6% for 6mos. 3.00 
31 Dec 750 750 — — 
1953 
31 Mar a s00 = —- 
$30.75 
EXAMINER’S COMMENTS 
The following errors were frequently made by candidates: ’ 
Part (a) — Students were inclined to go into more detail than was necessary. 
Part (b) — There was a tendency to confuse past service allowance with current service. ; 
Part (d) — A number of candidates mentioned averaging income over five years (full-time t 
farmer). e 
J 
] 
I 
I 
\ 
€ 
I 
t 
I 
€ 
} 
c 
The Accountant Who Knew His Groceries , 
The owner of a food store chain, a notorious bon vivant, asked his accountant to solve k 
his personal financial difficulties. : 
Said the accountant, who had a talent for the pungent phrase, “Fit your gross habits to t 
your net profits.” ‘ 
1 


—With thanks to Morris Goodman, C.A., Montreai 
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Part 2 


SOME DIFFERENCES BETWEEN 
THE FEDERAL AND QUEBEC INCOME TAX ACTS 


By Redmond Quain, Q.C. and Hamilton Quain, B.A., B.Com., B.C.L. 


Canadians in the various walks of 
life, and especially to those who 
are residents of the Province of Quebec, 
the new provincial Income Tax Act pass- 
ed carly this year by the Quebec Legis- 
lature has resulted in varied opinions. 
But to lawyers, accountants and business- 
men of Quebec, it has at least one com- 
mon aspect — it is another Act with 
which they must become familiar in the 
exercise of their profession or trade. 


The labour involved in this task will 
be somewhat lessened by the fact that the 
majority of the most important sections 
have been taken verbatim from the fed- 
eral Act. The provincial Legislature has, 
however, made a number of important 
departures from the provisions of the 
federal Act. 

At the time of writing few regulations 
have been passed. Therefore any opin- 
ions expressed are subject to such regula- 
tions as may be forthcoming and also to 
such indulgences as may be granted by 
departmental practice. 

At first sight, at any rate, an excellent 
job seems to have been done of harmon- 
izing the federal Act provisions with the 
requirements of a purely provincial in- 
come tax Act. This is all the more 
true, if, as appears to have been the 
case, there was absent in this case any 
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careful study of the statute by profes- 
sional and industrial bodies interested in 
taxing statutes. 


For convenience, sections of the fed- 
eral Act are distinguished by the prefix 
“F” and those of the provincial Act by 
the prefix “Q”. 


The tax can, at any time, by mere 
Order-in-Council be reduced to any 
amount (Q. 167) and so, to an amount 
that would relieve Quebec taxpayers 
of any extra tax burden, namely 5%. 


The Minister of Finance (Quebec), 
the Honourable Onesime Gagnon, Q.C., 
has charge of the administration of the 
Act. Mr G. H. Schink, the Comptroller 
of Provincial Revenue, may exercise the 
powers of the Minister. 

There is now a Director of Provincial 
Income Tax, Mr Wilfrid Turcot, who 
has hitherto occupied the position of Di- 
rector of Corporation Tax Service. He 
is a chartered accountant. 


The lifetime of the tax is specified 
to be three years (preamble and s. 170) 
but it is hard to imagine it ending then. 
The Act entails the creation of the army 
of employees that always has to be built 
up to administer such Acts. The politi- 
cal impossibility of dismissing them af- 
ter three or four years is obvious. 
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WHO ARE TAXED? 


(a) Individuals and legal representa- 
tives but not corporations. 


The new Act does not tax corpora- 
tions. They are already taxed under the 
Quebec Corporation Tax Act. It taxes 
only individuals and persons receiving 
income on their behalf, i.e., trusts, execu- 
tors and legal representatives. There 
are also included in the Quebec Act the 
same provisions as those contained in 
the federal Act relating to personal corp- 
orations (Q. 97 et s.). As a conse- 
quence, personal corporations are now 
declared free from the Provincial Corp- 
oration Tax (Q. 98). 


(4) Residents of the Province of Que- 
bec and non-residents who are employed 
or carry on business therein. 

Residence is defined as in the federal 
Act (Q. 3) except that the words: — 

“ordinarily resident” (F.139-4) 
have been omitted. However the effect 
of this omission will probably be negli- 
gible, since Canadian courts have paid 


little attention to the distinction.1 The 
adoption of the conclusive presumption 
that a person who has “‘sojourned’’ in 
the province 183 days is resident there. 
(Q. 3) should be carefully noted. 

It has been definitely stated by Que- 
bec departmental officials that non-resi- 
dents of Quebec who spend their sum- 
mers in their summer cottages in the 
province, will not be taxed. 

The relevant differences between the 
persons exempt under the two acts will 
be discussed under a separate heading. 


(c) Non-resident persons employed in 
the Province or carrying on business 
therein. 

Quebec taxes non-resident persons em- 
ployed or carrying on business in the 
province in the same manner as Canada 
taxes non-residents of Canada (Q. 3-b) 
ie., they are taxed on that portion of 
their income or profit earned in Quebec, 
less deductions which may be reasonably 
“applicable”. (Q. 39, 38). 


WHO ARE EXEMPT? 


At first glance the provisions of the 
provincial Act relating to exemptions 
(Q. 78) may seem alarmingly brief, 
especially when compared to the lengthy 
list of exemptions in the federal Act. 
(F. 62) The fact that the provincial 
Act does not tax corporations, accounts 
for a large number of the exemptions 
omitted. 


But there are, besides, a number of 
federal exemptions which are not in the 
Quebec Act. Examples are the hybrid 
cases of non-incorporated organizations. 
These omissions are:— 

1. Agricultural organizations, boards of 
trade, chambers of commerce (F. 62-1-d). 

2. Charitable organizations and trusts (F. 
62-1- e&g). 


3. Labour organizations (F. 62-1-h). 

4. Non-profit organizations (F. 62-1-i). 

5. Credit unions (F. 62-1-k). 

6. Trusts under a profit sharing plan. (F. 
62-1-r). 

Since these organizations are not ex- 
pressly exempted, one might well wonder 
whether they are not subject to tax as 
“persons resident in the province” (Q. 
3a). The problem resolves itself into 
whether they are “persons” for pur- 
poses of the Act. 


“Person” is not exhaustively defined 
in the Act. Section Q. 2(27) merely 
states that the word 


1 Beament V. M.N.R. [1952] 2 S.C.R. 486. 
Thompson v. M.N.R. [1946] S.C.R. 209. 
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does not include a body politic and corp- 
orate but includes the heirs, executors, 
trustees, administrators or other legal rep- 
resentatives of a person even if they are 
bodies politic and corporate. 


The general rule concerning non-in- 
corporated organizations is that they are 
not regarded in Quebec as having an 
existence separate from their members’, 
at least as far as capacity to appear be- 
fore the courts is concerned, and so may 
not be persons. However, although their 
legal position may not be clear, the ad- 
ministrative practice is not to tax unin- 
corporated cooperatives and trade unions. 


COMPUTATION 


The provisions of the provincial Act 
relating to the computing of income are 
almost identical to those in the federal 
Act, but the following changes should 
be noted. 


Income From 

an Office or Employment (F.5) 

Few changes have been made in the 
expenses arising from the office or em- 
ployment which are deductible. As in 
the federal Act the list of these deduc- 
tions is exhaustive (Q. 6. 2(a) to (e)). 

It is of political interest to note that 
the tax-free personal or living expenses 
granted by the Parliament of Canada 
(notably those to members of parliament 
F. 5-b-i) are not deductible under the 
provincial Act. 

The Lieutenant-Governor in Council 
may make regulations permitting other 
deductions for personal, travelling or 
living expenses. In addition the fol- 
lowing deductions, permitted under the 
federal Act, are not available under the 
provincial Act, i.e. those permitted by s. 
11(1) (i) and s. 11(5) tos. 11(11) in- 
clusive. Perhaps these deductions will be 
permitted by regulation. 
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Redmond Quain, Q.C., a member 
of the Quebec and Ontario Bars, 
practises law in both Ottawa and 
Hull. His son, Hamilton Quain, 
B.A., B.Com., B.C.L., has passed 
his final chartered accountant ex- 
aminations and is now completing 
his term as a student with Price 
Waterhouse & Company in Ot- 
tawa. 





It would seem probable that this practice 
will be extended to the similar bodies 
mentioned above. 


OF INCOME 


Amounts Included in Income 


The section in the provincial Act 
corresponding to s. 6 of the federal Act 
is s. 7. The relevant changes are as fol- 
lows: — 

(a) Premiums on redemption of shares are 

mot mentioned in the provincial Act. 

Therefore it must be presumed that they 

will be governed by the case law. (See 

F. 6-g; 105A). 

Payments for the use of property. The 

provincial provision is somewhat broader 

because of the substitution of the words 

“in respect of” (Q. 7-i) for “dependent 

upon” (F. 6-j). 

(c) Loans to shareholders. Differences in 
the wording of the federal provision (F. 
8-2) and that of the province (Q. 10) 
raise some doubt as to whether loans to 
shareholders are not taxed irrespective 
of repayment (as they were formerly un- 
der the federal Act), except loans to 
employees and officers for the purpose 


(b 


~ 


2 Certain of these bodies can be summoned 
before the courts and judgments executed 
against them in virtue of the Special Pro- 
cedure Act, 1941, R.S.Q. c. 342, but it 
might be argued that they have no legal 
status for any other purpose as per I.L.G.W. 
v. Rothman, [1941] S.C.R. 388. 


48 The Canadian Chartered Accountant, July, 1954 


of buying automobiles, dwellings or 
shares in the business and except where 
the corporation is in the business of 
lending money. 
(d) Income Bonds. Under the federal Act 
interest on income bonds is deemed to 
be a dividend rather than ordinary in- 
come, if the company cannot deduct the 
amount in computing its income (F.8-3). 
This section is not reproduced in the 
provincial Act, presumably because the 
provision loses its effect if there is no 
dividend credit — and there is none in 
the provincial Act. 
Excessive reserves against losses by 
banks (F. 9). This section is not re- 
produced in the provincial Act because 
it applies only to corporations. 


(e 


~ 


Amounts Not Included in Income 


Section 12 of the provincial Act is self- 
explanatory. The provisions of F. 10, as 
they exist on the first of January, 1954, 
are adopted verbatim for provincial pur- 
poses. (The Lieutenant-Governor in 
Council may add to this list by regula- 
tion). 


Deductions Not Allowed 


Section 13a of the provincial Act is 
not perfectly clear as to exactly which of 
the deductions contained in F. 11 and 
the regulations thereunder, are to be al- 
lowed for provincial purposes. How- 
ever the addition of the words “and other 
amounts” at the end of the paragraph 
indicates that the items enumerated in 
the paragraph are examples rather than 
an exhaustive list. 


For example, capital cost allowances 
would be calculated in the same man- 
ner under the provincial Act as they are 
under the federal Act. However while 


on this subject it should be noted that 
the federal rule covering the situation 
where the proceeds of disposition ex- 
ceed the undepreciated capital cost of an 
asset are not adopted by the province. 
Regulations are to be passed covering this 


situation by the Lieutenant-Governor in 
Council (Q. 14) who may also add to 
the list of deductions not allowed. 

Section 15 of the provincial Act in 
effect states that all deductions not allow- 
ed under F. 12 as at 1st January, 1954, 
will not be allowed by the province. The 
Lieutenant-Governor in Council may add 
to this list by regulation. 


Miscellaneous Rules 


There are certain differences between 
the “Miscellaneous rules for computing 
Income’’ contained in the federal Act 
(F. 13 to 25 incl.) and those of the 
provincial Act (Q. 16 to 30 incl.) They 
are in the main as follows: — 


(a) Inadequate Considerations. The 
first change of consequence which strikes 
the attention is that that baffling phrase 
“not at arm’s length (F. 139(5)) has 
been changed to the more accurate phrase 

“person whom the taxpayer has an in- 

terest in favouring”. (Q. 2(28)). 

This change has been incorporated in 
the sections relating to inadequate con- 
siderations, and, although the change has 
perhaps resulted in no real difference the 
section now makes a little more irrebut- 
able sense to the lay mind. 

It should be noted that the list of such 
persons under the provincial Act (Q. 
2(28)) is longer than that contained in 
the federal Act (F. 139(5)). 


Although section 17(3) of the federal 
Act requires that the non-resident per- 
son to whom one has paid excessive ex- 
penses be “not at arm’s length” before 
disallowance of those expenses, there is 
no such provision in the provincial Act. 
Thus, unreasonable expenses paid to a 
non-resident “stranger” will be reduced 
to a reasonable amount when computing 
tax if there is collusion between the 
non-resident and the taxpayer. The net 
effect is similar to that under the fed- 
eral Act but again the provincial Act is 
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in this respect more descriptive and ac- 
curate than the federal Act. 

Sections F. 17(4), 17(5), 17(6) and 
17(7) are not included in the provin- 
cial Act. 

F. 17(5) and 17(6) relate to corp- 
orations and thus are inapplicable. 

F. 17(7) deals with one aspect of tax- 
ation of capital cost allowances, a subject 
which is likely to be covered by the pro- 
vincial regulations dealing with taxation 
of the amount by which proceeds of dis- 
position exceed undepreciated capital 
cost. (Q. 14) 

Section F, 17(4) is not incorporated 
in the provincial Act. It relates to col- 
lusively reducing income (as opposed to 
F. 17(3), which deals with collusively 
increasing expenses) and presumably was 
not included because of difficulties of 
enforcement. 

(b) Lease-option, bire purchase agree- 
ments. These agreements are deemed 
to be sales under the provincial Act as 
well (F. 18; Q. 23). Although the pro- 
vincial Act does not expressly say that 
capital cost allowances are allowed the 
“purchaser”, the wording of Q. 23 would 
seem to indicate that such is the case. 

(c) Loans to non-residents by corp- 
orations (F. 19). As this section deals 
with corporations it is omitted from the 
provincial Act. 

(d) Rules relating to the disposal of 
depreciable assets (F. 20). This fed- 
eral provision is not reproduced in the 
provincial Act. Presumably the same 
subject matter will be dealt with by the 
regulations to be passed under Q. 14. 

(e) Transfers between husband and 
wife (F.21). The provisions relating to 
transfers to children under 19 years of 
age (F. 22) are incorporated in the pro- 
vincial Act (Q. 26) as are those relating 
to trusts relating to oneself (F. 22(1)); 
Q. 26(2), and those relating to em- 
ployment of spouses (F. 22(2)) et s; 
Q. 25). 
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The provisions relating to transfers 
between husband and wife have been 
omitted from the provincial Act. Pre- 
sumably this is because, under Quebec 
law (Art. 1265, Code Civil) after mar- 
riage the consorts cannot confer benefits 
inter vivos upon each other, except in 
rare cases. 

(f) Transfers of rights to income (F. 
23). The provincial Act also provides 
that the income arising from rights to 
income transferred without transferring 
the property itself, is taxed in the hands 
of the transferor (Q. 28). 

In the federal Act the essential condi- 
tion is that the transfer be made to a 
person “not at arm's length”. In the 
provincial Act this condition is changed 
to a declaration by the Minister that the 
transaction is for the purpose of reducing 
the transferor’s income. 


Personal and Miscellaneous Deductions 

The only changes in the provincial 
Act relating to personal deductions are 
as follows: — 

(a) Personal Allowances. The am- 
ounts of the exemptions for single per- 
sons and married persons are $1,500 and 
$3,000 instead of $1,000 and $2,000 
respectively. 

The deduction for dependent brothers 
and sisters is enlarged to include those 
over 21 and in full time attendance at 
a Canadian university (Q. 31-5b). The 
word “dependent” is to be defined by 
regulation (Q. 127f). 

(b) Business Losses. These are to be 
regulated in accordance with the regula- 
tions to be passed by the Lieutenant- 
Governor in Council (Q. 37b). 

(c) Non-residents. Although the 
practice under the federal Act is to al- 
low personal deductions reasonably at- 
tributable to the income earned in Can- 
ada (as per F. 31) there has been a 
slight change in the wording of the pro- 
vincial Act, which would seem to pro- 
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hibit such an apportionment under the 
provincial Act (Q. 39). However, the 
provincial Income Tax Division is evi- 
dently going to follow the same practice 
as the Federal Department. 

All the remaining deductions allowed 


under Section 27 of the federal Act 
(subject to the above changes) are al- 
lowed in computing taxable income un- 
der the provincial Act. (Q. 37a) — e.g. 
charitable donations, medical expenses, 
allowances for blind persons, etc. 


COMPUTATION OF TAX 


(a) Rate of tax. The provincial rates 
of tax are approximately 15% of the 
federal rates. 

Because of the increased personal de- 
ductions and other changes, it is not 
exactly accurate to say that the Quebec 
tax is always 10% of the federal tax 
(i.e. 15% less 5%), but this is a good 
rule of thumb in the higher income 
brackets where the differences are rela- 
tively unimportant. 

(b) 4% investment sur-tax. There is 
none under the provincial Act. F. 32-3- 
4-5-6) 

(c) 20% dividend credit. There is 
none under the provincial Act. As a 
consequence, the parts of other sections 
which deal with the dividend credit, e.g., 
personal corporations (F. 68-10); trusts 
(63-11) have been omitted from the 
provincial Act. It is noteworthy too 
that the 20% de.luction allowed under 
the federal Act (F. 85A-2-b-ii) to em- 
ployees who purchase stock at reduced 
prices, or are issued such rights under 
an agreement, is not in the provincial 
Act, presumably on the same principle. 

(d) Corporations. The rules applic- 
able to corporations (F. 28 & 30) re 
computation of tax are, of course, not 
included. 


(e) Farmers and Fishermen. The 
rules relating to Farmers and Fishermen 
averaging their income (F. 42) are not 
included in the provincial Act and there- 
fore presumably these individuals will 
have to compute their income from year 
to year on the same basis as the rest of 
the population. 


Nor are farmers and fishermen given 
more lenient payment terms under the 
provincial Act, although they are under 
the federal Act (F. 48). 

(f) Recaptured Capital Cost Allow- 
ances. “Averaging” of recaptured 
capital cost allowance (F. 43). There 
is no provision in the provincial Act 
equivalent to the newly added federal 
provision permitting this. However it 
may well be that this will be the subject 
of the regulations which are to be passed 
relating to recapture, as per Q. 14. 


(g) Foreign taxes. Foreign and pro- 
vincial taxes (Q. 47). The provisions 
in the provincial Act relating to deduc- 
tions for these are radically different from 
those of the federal Act (F. 33, 34, 41). 
The Province of Quebec will allow such 
deductions in the cases only of income 
taxes paid another province of Canada, 
or a political subdivision of a foreign 
country. Therefore no income taxes paid 
to a foreign nation as a whole may be de- 
ducted, e.g. a deduction will not be al- 
lowed for U.S. federal income taxes, 
but will be allowed for U.S. state income 
taxes. 

The extent of these allowances is to 
be defined by regulation. (Q. 47). These 
rules apply, of course, to personal cor- 
porations and trusts (Q. 105, 88) (F. 
67-11, 63-12). 


(h) Annuities. Interest element in 
annuities (F. 35; Q. 44) and death, re- 
tirement or lump sum pension benefits 
(Q. 45; F. 36). The “averaging” pro- 
visions relating to these (Q. 45; F. 36) 
are largely the same under the two Acts. 
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(i) Section 165 of the provincial Act 
provides the answer to the obvious prob- 
lem of averaging the amounts payable for 
three years, when the provincial Act has 
been in force for less than six months. 
It states that these averaging sections 
shall be interpreted as if the provincial 
Act had been in force during the period 
mentioned in such provisions. The pro- 
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visions of the federal Act which apply 
to persons not resident in Canada dur- 
ing three consecutive years (F. 35(2)), 
are not embodied in the provincial Act. 
Section Q. 165 would not seem to cover 
this case and one can only presume that 
some departmental formula will be work- 
ed out to provide for such a case under 
the provincial Act. 


EXCEPTIONAL CASES AND SPECIAL RULES 


(a) Trusts (F. 63 to 66 incl.). The 
federal rules relating to trusts have been 
adopted by the Province subject to three 
principal changes, namely, the absence 
of a dividend credit; the alteration in 
the rules relating to foreign tax credits 
mentioned above; and the omission of 
the federal section relating to capital 
cost allowances for income beneficiaries 
who are also remaindermen of an estate 
(F. 63(8). Just what is the effect of 
this omission is not easy to say. It is 
unlikely that it is intended to deprive that 
particular type of beneficiary of what- 
ever right he may have in some instances 
to deduct capital cost allowances but it 
may be (since the trust can deduct the 
depreciation in computing its income) 
that indirectly the contingent proprietor 
receives the benefit of this deduction. 

(b) Personal Corporations (F. 67, 
68). The provisions of the federal Act 
have been adopted without change by 
the province except for the alterations re- 
lating to foreign tax credits and dividend 
credits mentioned above. 

(c) Undistributed income. (F.81) 
Undistributed income is not defined in 
the provincial Act, but it is to be de- 
fined by regulation (Q. 112). 

There is né provincial provision cor- 
responding to what has been known col- 
loquially as a “95A” (now F. 105), i.e. 
the creation of tax-paid undistributed in- 
come. This might be the subject of 


regulation under Q. 112, but there would 
seem to be little likelihood of this since, 
in the federal Act this is largely an in- 
centive provision and the provincial Act 
rates would not seem to be sufficiently 
high to discourage the distribution of 
corporate profits in such a manner, and 
therefore only philanthropy would result 
in the exemption of these “deemed divi- 
dends” by the provincial government. 

As a consequence of the above, F. 
81(4) (non-taxability of tax-paid por- 
tion of deemed dividend) is not repro- 
duced in the provincial Act. 

(d) Stock options to employees (F. 
85A). The federal provisions relating 
to this subject have been incorporated 
in the provincial Act (Q. 114) with the 
exception (mentioned above) of the 
209% deduction from tax payable. 

(e) Special reserves (e.g. advances by 
customers). The provincial rules (Q. 
115 to 122 incl.) are almost the same as 
those in the federal Act (F. 85B). 

Section 119 of the provincial Act 
would seem to impose a tax retroactively 
on 1953 income by saying that amounts 
deducted as reserves under F. 85B in 
1953 must be included in the 1954 pro- 
vincial income. However in support of 
this seemingly unfair rule, it might be 
said that this amount does not become 
income until 1954, since it was pre- 
viously allocated to a sort of liability 
reserve. 
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Section 85B (5) of the federal Act is 
not in the provincial Act since it relates 
to corporations. 


(f) Cases specially dealt with in the 
federal Act but not in the provincial Act. 


Unlike the federal Act the provincial 
Act contains no special rules relating to 
the cases enumerated below. Some of 
them are omitted because they relate to 
corporations; others for reasons not very 
apparent. As a consequence the posi- 
tion of these cases will be ascertained 
from the ordinary rules. 

These include: — 

Members of the Armed Forces (F. 

66-1) 
Investment companies (F. 69) 
Non-resident owned Investment Corp- 
orations (F.70) 

Foreign Business Corporations (F.71) 

Co-Operatives (F. 73) 

Refund of Premiums by an Insurance 

Company (F. 74) 

Patronage Dividends (F.75) 

Crown Corporations (F. 84) 

Electric, Gas or Steam Utilities (F. 

85). 

The provincial Act does not provide 
for the deduction of Scientific research 
expenditures (F. 72). The fact that 
these are “incentive” deductions and 
largely carried out by corporations prob- 
ably account for this omission. 


GIFT TAX 


There is no gift tax imposed by the 
provincial Act. 


INVESTMENT INCOME EARNED IN 
THE PROVINCE BY NON-RESIDENTS 


The federal Act imposes a 15% with- 
holding tax on such amounts (F. 106 to 
110 incl.) However pursuant to the 


province’s policy of encouraging invest- 
ment in the province by non-residents, no 
such tax is levied by the provincial Act. 


Therefore there is no provincial tax pay- 
able by a non-resident in respect of his 
investment income (e.g. dividends, rents, 
interest, royalties, etc.) arising from the 
holding of property or interests in the 
province. 


TAX EVASION 


The federal provisions relating to tax 
evasion (F. 137 & 138) are reproduced 
without change in the provincial Act 
(Q. 163 & 168). 


SPECIAL PROVISIONS 


Sections 165 to 172 of the provincial 
Act contain miscellaneous provisions, 
mostly administrative. Section 165 
states that where the income earned in 
previous years must be taken into con- 
sideration for purposes of computing the 
tax under the Act, or where a certain 
portion of income is to be attributed to 
prior years, it is to be presumed that 
the present Act was in force at the time. 
Examples of this sections’s application 
would be Q. 44, relating to the interest 
element in annuities, and Q. 45, relat- 
ing to lump sum payments on death or 
retirement, both of which provisions give 
the taxpayer the option of “averaging” 
the tax over a period of time. 


As stated above the Lieutenant-Gover- 
nor in Council has the power to reduce 
the tax payable under the provincial Act 

“in such a manner and to such extent 

as he may deem fit”. (Q. 167). 


This would seem to say that the rates 
and possibly the amount of the tax — for 
instance to an amount which would mean 
no extra tax payable by Quebec people, 
namely, 5% of the federal tax — can be 
reduced by regulation. 


TAX CONVENTIONS 


Tax conventions entered into by the 
federal government will not apply to the 
Quebec tax. 
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RETURNS, ASSESSMENT, PAYMENT AND APPEALS 


Returns (F. 44; Q. 48 to 52 incl.) 
The provincial rules are the same as 
those in the federal Act. 
Assessment (F. 46; Q. 54 to 57 incl.) 
The period during which the Minister 
has the right to re-assess in the absence 
of fraud or misrepresentation, is changed 
from the six-year period in the federal 
Act (F. 46-4) to four years (Q. 55). 
The provisions relating to the filing of 
an amended return in the case of business 
losses (F. 46-5) is not reproduced in 
the provincial Act. Since business losses 
are to be the subject matter of regulation 
(Q. 37-b), the filing of the amended 
return will undoubtedly be covered by 
the same regulations. 


Payment of Tax 
The changes are as follows: — 


(a) The amount which brokers must 
forward on dividends received for others 
is reduced from 25% to 4% (F. 47-4; 
Q. 59). 

(b) The wording of the federal pro- 
visions relating to the payment of tax 
on income from property transferred be- 
tween husband and wife and father and 
child (F. 53) is somewhat different. 
(Q. 64 to 66 incl.) but in substance it 
is much the same. For a reason that is 
not readily apparent, although there is 
no taxing provision relating to transfers 
between consorts (see above) Q. 64 con- 
tains a provision relating to liability of, 
and payment by, the transferee spouse, 
in certain cases. 

(c) The following omissions are the 
logical result of changes mentioned 
above. 


Payments by corporations (F. 50); 
Payments by farmers and fishermen (F. 
48); Payments under Canadian Wheat 
Board Certificates (F. 54-5); Addi- 
tional interest payable by corporations 
(F. 54-3). 


(d) The rate of interest which the 
taxpayer is entitled to on overpayment to 
the province is 39 (Q. 73) while the 
federal rate is only 2%. 


Penalties (see also Offences) 

(a) Failure to file a return — 
persons administering, winding- 
up or controlling the property, 
income, estate or business of 
another who has not filed a return 
are liable to a fine of $10 per 
day, but not exceeding $50 (F. 
55-2; Q. 70-2) 
any other person... . 5% of 
the tax unpaid at the time the re- 
turn was required to be filed (Q. 
71; F. 55-1 adds $500 if more 
than $10,000 is due). 

(b) Failure to complete the informa- 
tion on a prescribed form. The penalty 
is the same as in the federal Act, i.e., 1% 
of the tax payable, not more than $100 
and not less than $25, unless in the case 
of an individual the Minister fixes a 
lesser amount (F. 55-3; Q. 70-3). 

(c) Wilful tax evasion entails a pen- 
alty of not less than 15% and not more 
than 25% of the amount sought to be 
evaded, the amount to be set by the 
Minister (Q. 71). The federal Act 
provides for penalties of 25% and 50% 
respectively (F. 56). 

(d) Employers failing to withhold 
(Q. 137 and 148). 

Offences (See also ‘Penalties’ above) 

In addition to the above penalties, both 
federal and provincial provide for fines 
or imprisonment, or both, in cases of cer- 
tain illegal acts. Although the illegal 
acts are much the same in the two Acts, 
the penalties differ somewhat. These 
differences are not of great importance 
(except to the victim). 

A top penalty in the way of imprison- 
ment in the federal Act is 5 years (F. 
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132-2) and in the provincial Act, 2 years 
(Q. 151) for each offence. 


Objections and Appeals (F. 58, 59, 60, 
86 to 105 incl.; Q. 2-11, 75 to 77 
incl., 123, 124, 164-4). 


(a) Objections — The only changes 
relating to objections to assessments are 
that they are addressed to the Comptrol- 
ler of Provincial Revenue (Q. 75) rather 
than to the Minister of National Revenue 
(F.58). 


(b) Appeals — Although a right of 
appeal to a Court of Appeal has been pro- 
vided for in the provincial Act (Q. 76 & 


123) and the delay (notice) for so ap- 
pealing is set forth, and the powers of 
review of the said court are also en- 
acted (Q. 164), there is little else in the 
Act dealing with this, as a separate Act 
deals with the Court of Appeal (Q. 
124). This Court of Appeal is to be the 
Magistrate’s Court (Q. 123, 124 and 
2(11)). 
Under Q. 124 such appeals are to 
“be instituted, heard and decided ac- 
cording to the provisions of a special 
Act on this matter which shall be sub- 
mitted to the Legislature during the 
present session’”’. 


INTERPRETATION 


Section 2 of the provincial Act is the 
interpretation section which corresponds 
to section 139 of the federal Act. Tak- 
ing into consideration the reduced scope 
of the provincial Act, it contains no 
startling changes. There are of course 
many omissions and minor alterations in 
wording, but with few exceptions the 
core of section F. 139 is left intact. 


Most of these changes are dealt with 
elsewhere (e.g. “‘person’”” and “not at 
arm’s length”) and need no mention 
here. It might however be of interest 
to enumerate the definitions which are 
not reproduced in the provincial Act. 


They are as follows: 


F. 139(1) (i) “country other than Can- 


ada” 

F. 139(1) (1) “employed” 

F. 139(1)(w) “employment” 

F. 139(1)(o0) “exempt income” 

F. 139(1)(p) “farming” 

F. 139(1)(q) “fishing” 

F. 139(1)(t) “income bond” or “income 
debenture” 

F. 139(1)(s) “foreign business corpora- 
tion” 

. 139(1) (ua) “individual” 

. 139(1)(v) “investment company” 


. 139(1) (x) “loss” 
. 139(1) (z) “non-resident” 


7 a 


“non-resident owned in- 

vestment corporation” 

. 139(1) (af) “prescribed” 

. 139(1) (am) “separation agreement” 

. 139(1) (an) “share” 

. 139(1) (ao) “shareholder” 

. 139(1) (ap) “a shareholder’s portion of 

undistributed income of a 

corporation” 

“subsidiary wholly-owned 

corporation” 

F. 139(1) (as) “taxable income” 

F. 139(1) (at) “taxable income earned in 
Canada” 

F. 139(1) (au) “tax-paid undistributed in- 
come” 

F. 139(1) (az) income from a source 

F. 139(4) ordinarily resident 

F. 139(7) extended meaning of carrying 
on business 

F. 139(10) containing certain rules re- 

lating to pension pay- 

ments. 


F. 139(1) (aa) 


OT oo oo 


F. 139(1) (aq) 


There are, besides, numerous differ- 


ences in the meanings given to words 
defined in both Acts. 


ADMINISTRATION 
AND ENFORCEMENT 


Here again the provisions of the two 
Acts are almost identical (F. 116 and 117 
incl.; Q. 125 to 127 incl.). 
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There is of course a change in the 
chief officers involved in the administra- 
tion of the Act. In the case of the fed- 
eral Act they are the Minister of Na- 
tional Revenue (F. 139-y) and the Dep- 
uty Minister of National Revenue (F. 
116-1); under the provincial Act, they 
are the Minister of Finance and the 
Comptroller of Provincial Revenue (Q. 
166). 

As stated above, what is to be the sub- 
ject of regulation is somewhat more ex- 
tensive under the provincial Act, al- 
though the wording of the general power 
to regulate is much the same in the two 
Acts (F. 117-1; Q. 127). 


COLLECTION 


There are minor differences relating 
to collection of the tax under the pro- 
vincial Act (F. 118 to 126 incl.; Q. 
128 to 138 incl.). They relate to, firstly, 
the method of sale of property seized for 
non-payment of taxes (Q. 131; F. 121- 
1-2 and secondly to the liability of the 
person who fails either to withhold or 
to remit the amounts to be deducted. 
These latter are somewhat more lenient 
under the provincial Act. For instance 
the ‘‘person’’ who has failed to make 
salary deductions is never liable auto- 
matically for the whole amount (Q. 
137) as he would be under the federal 
Act in certain cases (F. 123(8)). 


Consistently with its statements that 
neither the Crown in right of Canada or 
the Crown in right of the province can 
force the other to deduct from the re- 
muneration payable to its employees the 
income tax payable to the other, the Que- 
bec Act does not purport to have its 
provisions relating to deduction at source 
apply to the federal government. The 
federal Act on the other hand does pur- 
port to apply to the provincial govern- 
ment, in its capacity as employer, the 
compulsory salary deduction provision 
(F. 123(11)). 
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The provincial Act says: — 

‘Any agreements made to evade a pro- 

vision of this Act requiring deduction 

or withholding of an amount is void” 

(Q. 137). 

What particular case this is intended 
to thwart is not obvious — but it is ob- 
vious that taxable, (but non-resident) 
employees of employers beyond the 
reach of the province could employ a 
variety of devices to escape tax deduc- 
tions, and taxes too. 


GENERAL (INVESTIGATIONS) 

The provisions of the provincial Act 
relating to investigations and enquiries 
disclose no change of any importance 
except that for penal prosecutions there 
is no prescriptive period similar to that 
contained in the federal Act (F. 136-4), 
and that the power of seizure and search 
granted upon mere application, without 
notice, under the federal Act (F. 126-3) 
is not authorized by the provincial Act. 

There are also minor changes necessi- 
tated by the fact that each taxing author- 
ity uses its own statutes to assist in en- 
forcement when these investigations and 
penal prosecutions take place i.e., The 
Enquiries Act (F. 126(8)) and the Sum- 
mary Conviction provisions of the Crim- 
inal Code (which deprive the accused 
of a jury trial) under which all federal 
penal prosecutions are taken, on the one 
hand, and, in the case of the Province, 
the Public Enquiry Commission Act (Q. 
146) and the Quebec Summary Convic- 
tions Act (Q. 155). 

Section 128 of the federal Act relat- 
ing to registration of certain bearer cou- 
pons, certificates and warrants, is not re- 
produced in the Provincial Act. 


CONCLUSION 
It is a great boon to those who have 
to interpret the Act for their clients that 
the case law built up in respect of the 
federal Act can now be used to interpret 
the provincial Act. But (a word of 
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caution), due regard must be had, in 
this conviction, to the differences in gen- 
eral laws and rules of interpretation and 
of evidence between Quebec and the 
common law Provinces. 

As time passes, too, the amendments 


made to the federal and provincial Acts, 
respectively, will in all likelihood make 
them less and less alike. If this has to 
occur it will be a pity and supplies an- 
other reason for all to hope for speedy 
cooperation between the two authorities. 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet Esq., Q.C. (Chairman) Cecil L. Snyder Esq., Q.C., (Assistant Chairman) 
W. S. Fisher Esq., Q.C. and R. S. W. Fordham Esq., Q.C. 


Riggs Motor Sales Ltd. v. M.N.R. 


Business Profits — Deductions — Ex- 

pense of modifying leased premises — 

Whether revenue or capital expenditure 
— ITA s. 12(1)(a) and (6) 


Appellant company which operated a 
garage, motor sales, and service station 
and occupied several buildings in con- 
nection therewith was required by the 
Provincial Government to remove its 
gasoline pumps from the municipal side- 
walk in front of its main premises within 
ten years. Appellant, which had a lease 
of premises on the opposite side of the 
street, decided to transfer its pumps there, 
and to do so it was necessary to remove 
the front portion of a building thereon 
and then to erect a new brick front wall 
for the building, the expense to appel- 
lant being $3,020. Appellant claimed a 
deduction of this amount, as being in 
respect of repairs and maintenance, in its 
1951 return. The Minister disallowed 
the deduction on the ground that the ex- 
pense was a capital outlay and prohibited 
from deduction by ITA s. 12(1)(b). 


Held (Mr. Fordham), the expenditure 
was not incurred in the earning of in- 
come within the meaning of s. 12(1) (a) 
but on improvements and alterations to 
the structure in which the business was 
to be carried on and that called for a 


capital outlay. Better Plumbing Co. v. 
MNR [1952] Tax Rev. 122, followed. 
Ont, Mar 17/54 Dismissed 


Editor’s Note: Although Mr. Fordham seem- 
ingly considers this case to deal with the 
same question as arose in the Better Plumbing 
case, supra, the latter decision was not con- 
cerned with modifications made by a Jessee 
to leased premises (where the lease may have 
been — probably was — for a term of years) 
but with modifications by a /icensee to make 
the licensed premises suitable for the pur- 
poses of his business for a period of some 
13 months. Under Sch. B. cl. 13 a lessee is 
entitled to claim capital allowances for capital 
expenditures to leased premises, but there is 
no comparable provision for capital expendi- 
tures made by a mere licensee, and one reason 
for that may be that an expenditure by a 
lessee, which is a capital expenditure in 
his case — that is one made once for all with 
a view to acquiring an advantage of endur- 
ing benefit — may not fit that description 
when made by a mere licensee. 


Brompton Pulp & Paper Co. v. M.N.R. 


Business Profits — Deductions — Paper 

mill — Flooding damage to neighbours 

— Claims for damages — Expense of 

investigating causes of flood — Not 
capital expenditure 


Actions for damages totalling $256,- 
215 were brought against appellant com 
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pany by 53 claimants consequent upon 
the flooding of the St. Francis River in 
Quebec near appellant’s paper mill in 
1948, the blame for the flooding being 
laid to a large dam built by appellant in 
1902. Appellant expended $74,325 in 
1949 in investigating all the elements 
and factors that may have caused the 
flood, and as a result of its investiga- 
tions settled the pending actions out of 
court for $178,000. In assessing appel- 
lant to income tax for 1949 the Minister 
disallowed a deduction of this sum on the 
ground that it was a capital expenditure 
and prohibited from deduction by ITA 
s. 12(1)(b). 

Held (Mr. Fordham), the expenditure 
in question was not of a capital nature 
but was necessary in a commercial sense 
and so deductible. MNR v. Caulk Co. 
[1954] 1 Tax Rev., per Kerwin J., ap- 
plied. 


Que, Feb 16/54 Allowed 


Laurion v. M.N.R. 


Business Profits — Arbitrary assessment 

— Onus of proof — Tavern-keeper — 

Estimate of receipts from sale of beer — 

Losses — Gifts to deliverymen, treats — 
Whether deductible 


Laurion, a tavern-keeper, was assessed 
to tax for 1950 on $2,208 in addition to 
the income reported by him for the year, 
the additional amount being the assessor’s 
estimate of Laurion’s unreported receipts 
from the sale of beer. The assessor 
arrived at his estimate of Laurion’s re- 
ceipts from the sale of beer by taking 
into account the number of casks of beer 
sold, the quantity of beer per glass sold 
together with an estimate of the maxi- 
mum loss of beer per cask. On the hear- 
ing of this appeal the assessor admitted 
that $1,069 should be deducted from the 
$2,208 added to Laurion’s income. Evid- 
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ence was given for Laurion that the 
quantity of beer lost per cask was far 
greater than the amount estimated by the 
assessor and also that he gave beer with- 
out charge to the men who delivered beer, 


messengers, garbage men, dissatisfied 
customers, employees of the tavern, and 
to customers generally during the Christ- 
mas season. 


Held (Mr. Monet), appellant’s evidence 
established to the satisfaction of the 
Court that the losses of beer per cask 
exceeded the estimate of losses as deter- 
mined by the Minister, and in addition to 
the deduction of $1,069 conceded in 
evidence by the assessor a further deduc- 
tion of $547 should be made. No de- 
duction should, however, be made for the 
value of beer given to deliverymen, mes- 
sengers, garbage men, tavern cmployees, 
dissatisfied customers, and to customers 
generally during the Christmas season as 
these did not in any way affect the Min- 
ister’s determination of the losses of beer 
per cask. 


Que, Feb 19/54 Allowed 


148 v. MNR. 


Business Profits — Surrender of lease — 

Payment made in settlement of obliga- 

tions thereunder — Whether income or 
capital 


By a lease made in 1947 for a term 
expiring on April 30, 1952 the lessee 
was authorized to make alterations to 
the leased premises to suit its special 
requirements subject, however, to an 
obligation to restore the premises to the 
state they were in at the commencement 
of its occupancy. In June 1950, the 
lessee notified the lessor of its intention 
to vacate the premises about October 1, 
1950, and in December 1950 an agree- 
ment was entered into between the lessor 
and lessee whereby the lease was termin- 
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ated on October 31, 1950 and the lessor 
accepted $50,000 in settlement of all its 
claims against the lessee, in particular for 
rental due under the lease and for the 
lessee’s obligation to restore the premises 
to the state in which they were at the 
commencement of its occupancy, the 
lessor in turn undertaking to respect sub- 
leases of the premises made by the lessee 
for portions of the premises. The rent 
received by the lessor from the premises 
between October 31, 1950 and April 30, 
1952 (the date on which the lease would 
have expired if not sooner terminated) 
was $4,568 less than it would have been 
had the lease continued until April 30, 
1952. The lessor was assessed to in- 
come tax in 1951 in respect of the $50,- 
000 paid it by the lessee pursuant to the 
agreement of December 1950 on the 
footing that it was revenue received by 
the lessor from its business of leasing 
space to tenants, collecting rent and 
looking after the administration of its 
building, to which business, it was con- 
tended, the making of alterations to suit 
the requirements of lessees was inciden- 
tal. 


Held (Mr. Monet), the $50,000 was a 
capital payment annd not ssessable to 
tax. While the $50,000 id pursuant 
to the agreement of Decem™ r 1950 was 
not specifically allocated to * it foregone 


by the lessor or to any p° icular item, 
but was made in settlemen! . f all claims 
against the lessee, there -", no doubt 
that it was not paid in lie... »f rent fore- 
gone by the lessor, sincc..,, 1s the event 


showed) the rent fore’. > was only 
$4,568. The sum paid restore the 
leased premises to the dition they 
were in at the commencement of the 
tenancy in satisfaction of the lessee’s 
obligation was not a trading receipt but 
compensation for the partial destruction 
of a capital asset. C.I.R. v. West et al., 
31 T.C. 402, applied. 


Feb. 17/54 Allowed 


Maclin Motors Ltd. v. M.N.R. 
Business Profits — Reserve for Doubtful 
Debts — Credit sales financed by dis- 


count house — Payment guaranteed by 

vendor — Reserve for liability under 

guarantee — ITA 1948 s. 11(1)(d@), 
12(1)(e) 


Maclin Motors Ltd., an automobile 
sales company, sold approximately 65% 
0 70% of its cars to purchasers under 
conditional sales agreements, a part of 
the price only being paid down and 
the remainder plus a finance charge be- 
ing covered by promissory notes of the 
purchasers. Appellant assigned the notes 
and agreements to a finance company 
receiving the full amount owing on the 
car, and the purchasers thereupon be- 
came liable to the finance company for 
the amount owing, but appellant un- 
conditionally guaranteed payment there- 
of, so that in the event of default by a 
purchaser appellant became liable to the 
finance company for any amount of the 
purchaser’s debt not realized by the fi- 
nance company on repossession and sale 
of the car. In its accounts for 1949 and 
1950 appellant set up reserves of $12,000 
and $13,000 respectively in respect of 
its liability under its guarantee to the 
finance company. 


Held (Mt. Fisher), inasmuch as purchas- 
ers were liable for their debt not to ap- 
pellant company but to the finance com- 
pany the reserves set up by appellant 
were not reserves for doubtful debts 
within the meaning of ITA s. 11(1)(d) 
(i) but were rather reserves in respect 
of a contingent liability and therefore 
prohibited from deduction by s. 12(1) 
(e). 
Alta, Apr 15/54 Dismissed 
On another question raised im this appeal 
Mr. Fisher followed the judgments of the 
Exchequer Court of Canada in MNR V. B. & 
A. Motors Toronto Ltd. [1953] Tax Rev. 106 
and MNR v. J. T. Labadie Ltd. [1954] Tax 
Rev. 397. 
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158 v. M.N.R. 


Capital Cost Allowances — Recapture 

of — Purchase of business for lump sum 

— Subsequent sale for same amount — 

Whether land and goodwill had increased 

in value — Insufficiency of proof — 
ITA 1948 5. 20(1) 

In March 1948 appellant purchased a 
bowling alley business, the agreement 
of sale listing the assets as land, build- 
ings, chattels, trades licence and good- 
will and the price as $28,000 which 
amount was not apportioned in any way 
to the various assets. In his own books 
of account appellant did not show any 
amount for goodwill, but allocated 
$1,000 to the land. In his tax returns 
for 1948 and 1949 appellant claimed 
capital cost allowances on his depreciable 
assets, and in May, 1950 sold the busi- 
ness and its assets for a lump sum of 
$28,000. In the income tax assessment 
for 1950 the capital cost allowances 
claimed in 1948 and 1949 were treated 
as recaptured in virtue of ITA 1948 s. 
20(1). Appellant appealed, contending 
that the value of the land had increased 
between the dates of purchase and sale 
and that the goodwill of the business had 
also increased during that period and ac- 
cordingly that all of the capital cost al- 
lowances previously allowed had not been 
recaptured. His evidence in support of 
these contentions was, however, insuffi- 
ciently precise for acceptance by the 
court. 

Held (Mr. Fisher), he had failed to 
satisfy the onus of establishing that the 
assessment was incorrect. 


Mar 11/54 Dismissed 


Towers v. M.N.R. 
Capital Cost Allowances — Payment by 
land-owner for surrender of leasehold 
interest — Whether merger of leasehold 
interest — ITRegs. c. 13 and cl. 14 


Towers and S. as joint owners of cer- 
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tain property in St. Thomas, Ontario, 
leased the property to one B for a term 
of 5 years from June 1, 1949 at a month- 
ly rental of $250. The lessee died in 
January 1951 and the owners then ar- 
ranged to lease the premises to another 
tenant at a higher rent, and on May 1, 
1951 procured the surrender of the exist- 
ing lease from B’s executrix for $2,800 
and granted a ten year lease to a new 
tenant from October 1, 1951 at a higher 
rental. In reporting her income for 
1951 Towers claimed a deduction of a 
proportionate part of the $2,800 so paid 
for the surrender of B’s lease on the 
ground that it was the capital cost of 
property and subject to capital cost al- 
lowances under class 13 of the ITRegs. 
as being a “leasehold interest” or under 
class 14 as being a “concession”. 


Held (Mr. Fisher), appellant was not 
entitled to the deduction claimed. 

(1) The leasehold interest when surren- 
dered merged with the freehold and 
ceased to exist and there was therefore 
nothing left that could be made the 
subject of the capital cost allowance 
claimed. Borinsky v. MNR [1952] Tax 
Rev. 192 (Mr. Fordham) followed. 
(2) Appella :t’s argument founded on s. 
36 of The ntario Conveyancing and 
Law of Pro ‘rty Act, R.S.O. 1950, c. 
68 that ther, ‘as no merger if in equity 
it was agains ppellant’s interest must be 
rejected. It. as long been settled that 
there is no ¢ ity in the provisions of a 
taxing statute nd that the principles of 
equity are ne 2r applicable nor to be 
considered in, + interpretation and ap- 
plication of a ing statute and that only 
the actual pro,,,ions of the taxation law 
are to be considered, and moreover, the 
Dominion Interpretation Act, R.S.C. 
1952, c. 158 provides (s. 16) that no 
provision in any Act affects the rights 
of the Crown except by express language. 
The enactments substituting equitable 
principles for those of the common law 
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are contained in a provincial statute 
which not only does not expressly state 
that they are binding on the Crown but 
in any event it has been decided that a 
provision in a provincial statute binding 
the Crown does not bind the Crown in 
the right of the Dominion (Montreal 
Trust Co. v. The King [1924] 1 D.L.R. 
1030). 

(3) An asset in respect of which capital 
cost allowance is claimed must be in 
existence at the end of the taxation period 
involved if a taxpayer is to be entitled 
to receive a capital cost allowance there- 
on. For example, if a building is de- 
stroyed by fire after less than the whole 
capital cost had been recovered through 
capital cost allowances and the loss is 
not insured, if the owner builds another 
building in place of the destroyed build- 
ing he is entitled to claim capital cost 
allowances only on the cost of the new 
building but not on the unrecovered cost 
of the destroyed building. By analogy the 
same result follows where a leasehold 
interest is annihilated by merger with the 
freehold, as here. 


(4) Appellant did not purchase a con- 
cession or licence within the meaning of 
those terms in cl. 14 of Sch. B of the 
ITRegs. 

Ont, Apr 22/54 
Editor’s Note: There is a great deal said 
in this judgment to disturb tax advisers. 
This commentator will merely say that the 
equitable rule which avoids the merger of 
lesser estates within greater ones only ap- 
plies where the parties so intended, which 
intention is presumed if it is to the interest 
or consistent with the duty of the party 
that the merger should not take place. In 
this case the argument seems to be that 
since merger would have unfortunate tax 
consequences for the land-owner the equitable 
rule applies and there is no merger. The 


Dismissed 


present commentator rather doubts whether 
equity can be invoked to bring about that 
result. 

Tax practitioners will be somewhat sur- 
prised, however, at Mr. Fisher's interpretation 
of the precise language of the tax statute to 
arrive at the conclusion that capital cost al- 
lowances are dependent on the existence of 
the assets at the end of the taxation year in 
respect of which they are claimed. See, for 
example, reg. 1100(3). 

Interest will also be shown in the state- 
ment that rules of equity are not applicable 
in the interpretation of a taxing Act, and 
in effect that where the Income Tax Act refers 
to a relationship governed solely by pro- 
vincial law it is the relationship as it would 
exist at common law only, unaffected by 
equity, which is meant. It is, of course, 
true that there is no equity in a taxation 
statute, but as Maxwell (Interpretation of 
Statutes, pp. 259 et seq.) explains at great 
length, the word “equity” in that context has 
nothing to do with the rules and principles 
which were enforced in the Court of Chan- 
cery prior to the Judicature Act and have 
ever since been applied in the Supreme 
Courts of all the Provinces where English 
law prevails. 
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Old Age Pensions — Income of recipient 

— Taxable as income — Old Age Se- 

curity Act (Canada) s. 10(3),(4); ITA 
1948 s. 2, 31 


Held (Mr. Fordham), an old age pen- 
sion paid pursuant to the Old Age Se- 
curity Act of Canada is income of the 
recipient. Correctly construed s. 10(4) 
of the Old Age Security Act does not 
incorporate the old age security tax im- 
posed by subsection (3) thereof into the 
income tax imposed by s. 2 of the Income 
Tax Act at the rates stipulated in s. 31 
of the latter Act. 


Mar 5/54 Dismissed 








